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SOME ECONOMIC ASPECTS OF PUBLIC 
UTILITY HOLDING COMPANY FINANCIAL 
STATEMENTS: CONSOLIDATED 
BALANCE SHEETS 
By PAUL L. MORRISON 


N 1924, public utility holding com- 
pany groups and interests controlled 
companies which generated 74.6% 
of the electric energy generated in the 
United States. When allowance is made 
for the large amount of expansion and 
consolidation which has taken place 
since 1924,” it is safe to assume that sub- 
stantially more than three-quarters of the 
electric power industry is now controlled 
by financial interests which have made 
use of the holding company device to 
bring about most of the concentration 
of control. The gas and telephone in- 
dustries, and to a less degree the electric 
railway industry, are likewise dominated 
by holding companies. 
Since holding companies occupy such 
a prominent place among public utilities, 
it is important that the financial state- 
1 Federal Trade Commission, “Control of Power 
Companies,” Feb. 21, 1927, p. 40. 
2 Electrical World, Annual Progress and Statistical 


Number published in January of each year, and other 
current financial publications. 


ments of those companies be so con- 
structed that they can be interpreted 
accurately, at least by those who are 
capable of analyzing ordinary state- 
ments. Probably the average investor 
gets relatively little information of 
value from the financial statements of 
holding company systems as now pre- 
pared, and it may be questioned whether 
the more technically trained analysts are 
not seriously handicapped. Where infor- 
mation is not complete, the conservative 
investment analyst protects himself by 
refusing to give a favorable opinion and 
the conservative investor refuses to buy. 
If this be true, risk is not measured 
accurately in many instances, with the 
result that there is assumption of risk 
with either inadequate or excessive 
compensation. 

An artificially simplified example will 
illustrate some of the problems involved 
in financial statement construction and 
interpretation. In a certain community 


aN 
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we will assume an electric light and 
power company with the capital struc- 
ture shown in Table I. 


Tas_e I. Capita, Structure oF HypoTHETICAL 
Company “A” 








RUC MAONIS & cso aee eno od on ene ieee $1,000,000 
6% Preferred stock................. 500,000 
Common Stock................00005 500,000 

CT) Ree A err $2,000,000 





The company is conservatively capital- 
ized and efficiently operated. Table II 
shows the condensed income statement. 


TasB_e II. Income STATEMENT OF HypoTHETICAL 
Company “A” 








Gros FEVERNE.... 2... 226050050: er $450,000 
Operating expenses, taxes and retirements 290,000 
Gross income (8% on $2,000,000)... .. $160,000 
Interest on bonds (5% on $1,000,000)... 50,000 
Times interest earned............... 3.2 
Net INOUE... 6... sessecseeseseees $110,000 
Dividends on preferred stock (6% on 
: YOO)... .s... ecarereneienayanss 30,000 
Times preferred dividend earned...... 3.67 
a 
Balance for common stock............. $¢ 80,000 
Return on common stock.............. 16% 





In this case the company is earning 
exactly 8% on the value of its property 


used and useful in the public service, 
which value here is the same as the 
total capitalization. 

Three men own all the common 
stock of Company “A.” Since the com- 
pany is earning 16% on its common 
stock, these men look around for a way 
to increase their earnings. The electric 
company in a neighboring community 
happens to have identically the same 
capital structure and is earning sub- 
stantially the same amount as Company 
“A.” After considerable negotiation 
with the common stockholders of the 
neighboring company, which will be 
referred to as Company “B,” those 
stockholders are induced to accept 
$750,000 of 6% collateral trust bonds and 
$250,000 of 7% preferred stock of a new 
holding company to be formed to acquire 
all the common stock of the two oper- 
ating companies. The collateral trust 
bonds are to be secured by all the 
common stock of both operating com- 
panies. The three stockholders of Com- 
pany “A” exchange their $500,000 of 
common stock for $1,000,000 of com- 


TaBLe III. ConpENSED CoNnsoLIDATED Work SHEET oF BALANCE SHEETS oF Hypo- 
THETICAL Company ‘“‘H” AND SUBSIDIARY CoMPANIES 









































Inter- 
ASSETS Company A | Company B | Company H| Company | Consolidated 
Eliminations 
Property, plant, equipment and other 
MMBOID cise is inde Sariosicse wnGrioe ase $2 :8003000" | $25/5005000 |. 6. cc cence sh cose $5,000,000 
Common stock— 
LSE en Reena! | (HAW IR EDA oe errr Aree” $ 500,000 |t$ 500,000%}............ 
BORN ED 2 in ¥5 ol aia.cisralage biasing wie ay leteemtie @ieep nee ec aereera ae 500, 000 GODS OOO sis: 2's) ss cece 
RGIRMR SUNIL 5 chs 2e 1s are ujv4 Stee a shaw sep Selo Brett RISEN Pete aioees 1,000,000 |f 1,000,000*}............ 
MUR io sios isan ewe ae eeu ew euies $2, 500,000 | $2,500,000 | $2,000,000 | $2,000,000*} $5,000,000 
LIABILITIES 
gue 2 a i es arene $1,000 ,000 | $1,000,000 | $ 750,000 |............ $2,750,000 
Preferred Stock... 0.2.0... ec ccteesece 500,000 500,000 PEOLOOO! | 5. <6. .6- 8: 0: sass 1,250,000 
Gammon Stock: .... 6.006 csss cece cee. 500, 000 500,000 | 1,000,000 |f$1,000,000*} 1,000,000 
MCODICALSUNDIUB. 5... ce cess odavees 500,000 Reve} c-c-o | Aan FT), 000;, 000% | 56.6. 5:5.09:c:e500. 
OMS Sis cc's yu naticasuesnceseuee $2, 500,000 | $2,500,000 | $2,000,000 | $2,000,000*! $5,000,000 
* Deduct. 


t Common stock of subsidiaries is owned by the holding company and therefore eliminated from the crc asolidated statement. 
increased $500,000 and capital surplus created for 


Property, plant and equipment of each of the subsidiary companies was in 
the same amount in order to give the common stock of each of the subsidiaries a book value of $1,000,000 b 
y. On Company “H” statement these increases are represented 


that it was 





good-will, $1,000,000. The elimination noted thus ({) removes the good-will of the holding company and the capital surpluses of 


Bre (in securities) for the common stock by the holding compan: 
e subsidiaries. 
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mon stock of the holding company. 
Thus, without additional investment, 
these men find themselves in control 
of another public utility company and 
their $500,000 now controls $4,000,000 
of operating properties. Although the 
total risk remains the same, a definite 
shifting of risk has taken place. 


TaB_Le IV. Conso.ipaTeD BALANCE SHEET oF Hypo- 
THETICAL Company “H” anp SuBSIDIARIES 








ASSETS 
Property, Plant, Equipment and Other As- 
CS See cnet an eee errr $5,000,000 








LiaBiLit1eEs AND Net Wortu 
Funded Debt— 


Company A.............. $1,000,000 
Company B.............. 1,000,000 
Company H............. 750,000 $2,750,000 
Preferred Stock— 
Company A.............. $ 500,000 
Company B.............. 500,000 
Company H............. 250,000 1,250,000 
Common Stock—Company H.......... 1,000,000 
AGT 7! Sr Ree Met re tar eh Ne Meee ee! $5,000,000 





Whether or not the risk is over- or under- 
compensated is one of the important 
economic aspects of public utility hold- 
ing companies. Risk may be misjudged 
to a considerable degree where assets 
consist principally of equity stocks, as is 
the case in public utility holding com- 
panies, and where the security issued by 
the holding company is a bond or de- 
benture. It is pertinent to see whether 
or not the financial statements prepared 
by the new holding company disclose 
the facts. 

A holding company, Company “H,” 
is formed and auditors are employed to 
prepare financial statements of the new 
company. The auditors proceed in the 
customary manner, making use of a 
“‘work sheet” of which Table III is a 
condensed copy. From the work sheet, 
the auditors prepare a consolidated bal- 
ance sheet, Table IV. 

Because accounting demands that 
assets and liabilities ‘“‘balance,’’ the 


property accounts of consolidated bal- 
ance sheets of public utility holding 
companies generally are the accounts 
which are adjusted to bring the state- 
ment into balance. In the illustration 
the par value of securities of the holding 
company issued in payment for the 
common stocks of Companies “A” and 
“B” exceeds the book value of the stocks 
purchased by $1,000,000, so the prop- 
erty account has been increased from 
$4,000,000 to $5,000,000. The question 
is not raised whether or not this valua- 
tion is excessive. It is the desire, how- 
ever, that attention be directed to the 
cosmopolitan character of the property 
account in consolidated statements and 
the pressure which may be exerted upon 
appraisers and accountants in order to 
“bury” possibly excessive prices paid 
for subsidiary company securities. 
Although the above statement may 
be technically correct from the stand- 
point of accounting practice, the real 


Taste V. Revisep CoNSOLIDATED BALANCE SHEET 
or HypotrueticaL Company “H” anpb SUBSIDIARIES 








ASSETS 
Property, Plant, Equipment and Other Assets of 


Subsidiary Companies...............- t+++, $5,000,000 

Assets of Company “H’”’ other than Securities of 
PUTING. ga ccctcccactewieuncaleueee «¢eeeseeee 
WOGAD AME... occ ccccccesvncctcancchooes $5,000,000 
oOo 


LIABILITIES AND NET WORTH 
Capitalization of Subsidiary Companies— 
ded debt 








Eat ore eee eara ea $2,000,000 
Preferred stock...............+ 1,000,000 
Common stock...... $1,000,000 
Owned by Com- 
pany “H”...... 1,000,000 .......... $3,000,000 
Capitalization of Company “H”— 
Funded debt................-- $ 750,000 
Preferred stock..............-- 250,000 
Common stock..............-- 1,000,000 $2,000,000 
Total liabilities and net wo-th. ........... $5,000,000 





test of a financial statement prepared 
for investors and owners is the accuracy 
and completeness of the picture por- 
trayed. The main purpose of a balance 
sheet is “‘to portray the financial status 
of a business at a given moment of 
time.” How accurately is the financial 


3 Kohler and Morrison, Principles of Accounting, 
A. W. Shaw Co., Chicago, 1926, p.180. 
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TasB_e VI. BALaANnce SHEET OF HypoTHETICAL 
Company “H” 








ASSETS 
Investment in Common Stocks ‘at cost) — 





SP ere rrr $1,000,000 
NN ED 5 5.5 ac 5s on bis ie Sd sic ales are aces 1,000,000 
III 5-6 55:5 0s '0i5:0:5 0s osin 0 856 Gi0s $2,000,000 
LIABILITIES AND NET WORTH 
6% Collateral Trust Bonds................... $ 750,000 
Net Worth— 
Preferred stock................ $ 250,000 
Common stock...............-. 1,000,000 $1,250,000 
Total liabilities and net worth............. $2,000,000 





status of affairs shown in this con- 
solidated balance sheet? 


Let it be assumed for the purpose of 
illustration that both operating com- 
panies fail while these conditions prevail 
and, in order to illustrate the point, let 
it be assumed further that each of the 
properties is sold for $1,750,000. Three 
and one-half million dollars would then 
be available for distribution among the 
security holders. From the balance 
sheet it might be inferred that the 
$3,500,000 would be applied to the pay- 
ment in full of the entire funded debt of 


the three companies, amounting to 
$2,750,000, leaving $750,000 as a 60% 
liquidating dividend to the preferred 
stock. It is obvious, however, that this 


TasBLe VII. BALANcE SHEET OF HyPoTHETICAL 
Company “A” 








Ass) 
Property, Plant, Equipment ro Other Assets 


RE IN oie. s 6 S360.555 Sao cee Risies RODE aa eee $2,000, 000 
; LIABILITIES AND NET WoRTH 
872 First Mortgage Bonds.................4+. $1,000,000 
t Worth— 
Preferred stock................ $ 500,000 








is not correct, because there are three 
legal entities rather than one, as might be 
inferred from the consolidated state- 
ment. In fact, there is no company 
whose financial statement is actually 
portrayed by the consolidated balance 
sheet. Practically, the companies may 
function as a unit and the consolidated 
statement is presumed to give a picture 
of the system, but legally, there is no 
consolidated company. Consequently, 


TasLe VIII. Pusiic Service Corporation oF NEW JERSEY AND SuBSIDIARY UTILITY 
Companies CoNSOLIDATED BALANCE SHEET—DECEMBER 31, 1926 








ASSETS 


PURO MSMINEAL 6055 cre codex saw eseeaan oaaecereseeees 
ROS ES ree Sern A eA ear eer ee er nip 


Sinking Funds and Other Special Funds— 


PRNEMR INI NIINIAG 5c 0. 6-4. 5:5 5-050 9: 514510 bw bw Ow eae 
Other Special Funds.................2.eeeeeeeee 


Miscellaneous Deposits...............00eeeeeeeeeeee 


Current Assets— 


Notes Receivable. ............ cc ccc ccc ccccccces 
Accounts Receivable. ................0ecceeeee 
Interest and Dividends Receivable............... 
Materials and Supplies. .................0000 eee 
Miscellaneous Current Assets.................--. 


ee 


sei Gorse ae oseerwuaie rate ceuanote eebnorencr area ewe te $479, 894,784.77 


2,338, 763.00 


ssraie vated tonsa ateiaiecses $ 123,027.95 


28,553.49 151, 581.44 


446,419.47 


Sree va iacncts teats $ 27,078,023.60 


762,968.75 
-0O 


3, 
9, 222,147.88 
23,997.25 
6,253,659.12 
319,901.13 


Purchasers of Cumulative Preferred Stock of Public 
Service Corporation of New Jersey under Deferred 


Payment Plan— 


7% Cumulative Preferred................06. 
6% Cumulative Preferred................4. 


Deterred Charges— 


WIMRURINIID fo oie boo oo sisie so ou crc esineeeuw anne 
Unamortized Debt Discount and Expense......... 
Miscellaneous Suspense.................seeee0e08 


ee 3,110.00 


1,441, 596.00 
45,105 803.73 





$ 411,886.76 
3,693, 810.45 
1,082,829.85 

——— 5,188, 527.06 


$533, 125,879.47 





= F =e FR AF Re 
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TaBLe VIII (Continued). Pusiic SERvicE CorpoRaATION oF NEw JERSEY AND SUBSIDIARY 
Uritity Companies ConsoLiDATED BALANCE SHEET—DECEMBER 31, 1926 








LiaBiitiEs, Capita Stock AND SuRPLUS 
Long Term Debt— 


Long Term Debt of Public Service Corporation of New Jersey....... $ 61, 348,025.00 
Long Term Debt of Operating Subsidiaries Controlled through Stock 

GARONA es aoe 33.6 oro, rases ci apiacs noe. kaa ROK Gaeta ees 90, 891, 448. 86 
Long Term Debt of Lessor Companies Controlled through Stock 

CWMIORS Es. ns ole ete ars dco ese Sea nrd seama anand wn eree 20, 110,000.00 
Long Term Debt of Lessor Companies Not Controlled through Stock 

ONMHERSI io sie 5c ees eeu en cous els Soa aa ea ors rere ere es 68 ,033, 109.37 


Current Liabilities— 
RCCOUESD RAGE Ss coe. oo waar. Sai sos wr ici ey eal eH eeine Ree wah ewe ee $ 8,607,339.80 
Caries PICDOGISS «ooo scc 48 ob oc he Caw e nee ov eRe eed dew oaneees 3,595,114. 50 
Miscellaneous Current Liabilities. ............ 0... ee eee eee eee eee 81,425.01 
WRANOAP CERISE, fo 5 ek cs ao 9rd cs ec She on ennnewaneeNenou ce ces 3,043,445.31 
SPOS Gt RCERUOU Yi oro col oo oats s: sib ecdid Saubinigl e Cava noaeuaiee @ vee esrs 2,848,717.20 


Miscellaneous Accrued Liabilities. ............. 00.0. e cece eee eee 442,445.40 
Reserves— 

Premiums ion Capital Stock. ........06...0 0600s ccc snceseceeenceeene. $ 360,500.00 

Metinement MeseIGe. 6 ioe iv dock wns twin die nos sislsigielauieeie ones eevee es 31,776, 151.21 

Contingeney EGERVE.. 6 oo. 5cw bocce ce cheb ceed cba enteseedecounwes 144,000.00 

Unamortized Premium on Debt................. 0 cece cence eee nes 6,940.39 

Casualty and Insurance Reserve................ceeeceeeeeeeeeaes 1,925, 518.95 


Contributions for Extensions. ............... 0c cece eee cece eeeeee 200, 429.05 
Miscellaneous Reserves............... ccc ccc eee ects eet eeee cence 2,744, 872.73 


Miscellaneous Unadjusted Credits. ..........cccccccccscccccccccccccsccevescesccccecess 
Capital Stock— 
Capital Stock of Public Service Corp. of N. J.; 


Common Stock (3,577,275 shares no par)....... $64,910, 328.91 
8% Cumulative Preferred Stock.........-+..-. 21, $31,200.00 
7% Cumulative Preferred Stock............... 28,904, 200.00 
6% Cumulative Preferred Stock............... 8,756, 500.00 
———————-_ $124, 102, 228 .gI 


Capital Stock of Operating Subsidiaries Controlled through Stock 
SURCUSIERN 8g eel Seas Aeoe ol RL au gt Si Tats ek oe SOME eg oN a os JO, 030,740.00 
Capital Stock of Lessor Companies Controlled through Stock Owner- 


SIND shcc ke Stas cs ain wan on pasate Cae Ca Eee eae 6, 803,646.67 
Capital Stock of Lessor Companies Not Controlled through Stock 
OivirIetSHi bien. cicccuccienca ceca uciind coe nu me maeeue wake See e we 55,427,405 .33 


Sales of Cumulative Preferred Stock of Public Service Corporation of New 


$240, 382, 583.23 


18,618, 487.22 


37,158, 412.33 
1, 563,229.80 


216, 364,020.91 





Jersey Under Deferred Payment Plan— 


7% Cumulative Preferred..................0005. 
6% Cumulative Preferred....... Ries aay Vara 


Profit and Loss—Surplus— 


Balance, December 31, 1925............2.200005 


$ 5,500.00 
2,054, 200.00 
——————_——_——. 2,059,700.00 


ie ae ete ne $14, 313,127.60 


Net Increase Year Ending December 31, 1926, from Statement of Com- 


bined Results of Operations................... 


2,666, 318. 38 
SS ae 16 979,445.98 


$533, 125,879.47 





the $1,750,000 received from the sale 
of the assets of each of the operating 
companies will be applied in the payment 
in full of both the bonds and the pre- 
ferred stock and a 50% dividend on the 
common stock of each operating com- 
pany. The $500,000 paid on the common 


stock of the operating companies will 
accrue to the holding company and will 
be used as a 66234% dividend on the 
collateral trust bonds of the holding 
company, which bonds are secured by 
deposit with the trustees of all of the 
common stock of both operating com- 
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panies. Preferred and common stock of 
the holding company do not receive 
anything. 

The consolidated balance sheet in 
Table IV, which is a condensed example 
of the typical public utility holding com- 
pany consolidated balance sheet, does not 
make clear the facts which investors and 
owners are entitled to know. Indeed, an 
examination of the consolidated balance 
sheets of practically all the more im- 
portant public utility holding companies 
which publish them does not disclose 
one consolidated statement which makes 
obvious the relative rights and prefer- 
ences of the various security holders. 

Security holders are entitled to know, 
at least in a general way, the relative 
priority of their claims against assets. 
Can the consolidated balance sheet be 
revised so that it will disclose the facts, 
or shall it be discarded as misleading? 
The consolidated balance sheet is pre- 


pared because of recognition of the fact 
that the group of companies constitutes 
more or less of an operating and financial 
unit, but the financial relationships ex- 
isting between the holding company and 
its subsidiaries vary radically depending, 
among several factors, upon the age of the 
system, the credit of the individual sub- 
sidiaries, and the policy of the manage- 
ment. The position of any one company 
in a system depends on its importance 
to the system. This is as true of the hold- 
ing company itself as of any other com- 
pany. In fact, the holding company can 
be eliminated in certain instances with 
little inconvenience to the system, par- 
ticularly where a holding company has 
been superimposed on only one operating 
company, or on another holding com- 
pany, or where the properties are iso- 
lated and no service rendered; but the 
holding company may be very essential 
where the system of properties is oper- 


TasLe IX. Pusiic Servic—E Corporation oF New JERSEY BALANCE SHEET, 
DECEMBER 31, 1926 








Investments— 


Securities of Subsidiary and Leased Companies... . 
ROP ORRUMIRITIEIOD «5,55 5) sig sis tiie tue se es 
Advances to Affiliated Companies................ 
PENSE ia oa cid obs tata ease ars alerclaeisscaalee ise 


Reacquired Securities...............20-2eceeee eee eee 


Sinking Funds and Other Special Funds— 


Sinking Fund of Secured Gold Bonds 6% Series due 1944........... $ 
Sinking Fund of Public Service Newark Terminal Railway Company 
First Mortgage Bonds..................200005 
Sinking Fund of Perpetual Interest Bearing Certificates............. 
Other Siccial ONS: oo. s oe cscececsts «ore is 5.0 


Current Assets— 


Accounts Receivable. ...... ee 
Interest and Dividends Receivable............... 


$188 , 865, 309.94* 
154,206.67 

11, 565,550.38 
10, 887,401.78 
—————_ $211, 472, 468.77 
12,967.24 


422,092.74 


289, 804.03 
419,416.77 
271, 373.23 
-_—_—_ 1, 402,686.77 


$ 3,216,094.13 
762,968.75 
233, 169.03 
122,227.49 


Purchasers of Cumulative Preferred Capital Stock under Deferred Pay- 


ment Plan— 


7% Cumulative Preferred .................. 


’ 


6% Cumulative Preferred.................. 


Deferred Charges— 


Prepayments. ..........-..- cesses seeeceeeecees 
Unamortized Debt Discount and Expense......... 


$ 3,110.00 
1,438, 486.00 


1,441, 596.00 5,776,055.40 


12,132.57 
2,462, 532.53 
—eereneenermene 2,474,665. 10 


$221, 138,843.28 
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TaBLe IX (Continued). Pusiic Service Corporation oF New JERSEY BALANCE SHEET, 
DECEMBER 31, 1926 








Liasiuities, Capirat Stock AND SuRPLUS 


Long Term Debt— 


Perpetual Interest Bearing Certificates........... 
Secured Gold Bonds 6% Series due 1944.......... 
Secured Gold Bonds 514% Series due 1956........ 


davarcucwseeeues $ 20, 111,910.00 


20, 000,000.00 
15 000,000.00 


Public Service Newark Terminal Railway Company 5% First Mort- 


SER NRE oe 65s, ocho a aici alee Oe 5 eae a Ree eas eu nee SaSe.s 5 000,000.00 
534% Installment Note Payable to Public Service Electric and Gas 

RATA i csc ot tara b.o Slew Ocha Seie os REE ee A 19, 633,771.39 
Real Batate: Mottrages..« .. so... oo oc edie g cic sha cess ennesses 1, 417,000.00 


Miscellaneous Notes (payable more than one year from date of issue). 


Advanres from Other Corporations................... 


Current Liabilities— 


Alecoutits Payables... .cccicsccccescccccesevewews 
Miscellaneous Current Liabilities................ 
Interest Accrued... ccc cee cscs seccscecess 
Miscellaneous Accrued Liabilities................ 


Reserves— 


Premiums on Capital Stock..................04% 
Retirement Reserve.................-.0e ee eeuee 
Contingency Reserve..............-.....0200ee 
Miscellaneous Reserves.................00000005 
Miscellaneous Unadjusted Credits................ 


Capital Stock— 


Common Capital Stock (3,577,275 shares)......... 
8% Cumulative Preferred...................005- 
7% Cumulative Preferred....................00% 
6% Cumulative Preferred.................00000% 


1, 832,150.00 
$ 82,994,831.39 
134,855.75 


Fee eee er $ 5,201,529.00 
Seupeaegrouaeess 1,761.30 


1, 238,332.09 
16, 512.73 
6,458, 135.12 


23,000.00 
196, 405.64 


373,380.17 


PORE ET Cee $ 64,910, 328.91 


21, 531,200.00 


124, 102,228.91 


Sales of Cumulative Preferred Capital Stock Under Deferred Payment Plan— 


7% Cumulative Preferred.................00 eee 
6% Cumulative Preferred.................00000% 


Profit and Loss — Surplus— 


Balance December 31, 1925..........00000ee cues 
Net Income Year Ending December 31, 1926...... 


GRAN 588 erg xara oye wee gute eon Sera as 
Deductions from Suip:us...........0..002000 0000s 
Less Dividends Paid During Year................ 
Balance, Profit and Loss — Surplus December 31, 1926.............0eeee cece eeeeeees 


ee $ 5, 500.00 


2,054, 200.00 
——_—_—_—_—_—— 2,059, 700.00 


pagers $ 3,752,505.11 


IT, 325,159.30 


udteeusaueouass $ 15,077,664.41 


23,366.44 


$ 15,054,297.97 
10,038, 586.03 


5,015,711.94 
$221, 138, 843.28 





* The company states that this amount is made up of: 
PLE CET EET ere $183,965,099.94 


Subsidiary and leased utility companies 


Stock of other subsidiaries (not utilities) 


Che Cee KCC CRM KOC EK ORS 2,000, 210.00 


Notes of subsidiaries (not in funded debt tabie)................ 2,900,000.00 


ated and financed as a unit. Under 
certain circumstances and under certain 
managements the entire resources of a 
utility system will be employed to pro- 
tect a part of the system, particularly 
where the investment of the holding 
company in that part is relatively large, 


$188, 865,309.94 


while in other cases certain subsidiaries 
may be allowed to stand or fall on their 
own resources or even be “milked” to 
support the remainder of the system. 

A consolidated balance sheet, as sug- 
gested above, represents an hypothetical 
company, and, intentionally or unin- 
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tentionally, under present technique of 
construction does not convey a true pic- 
ture of legal interrelationships, priorities, 
and rights. But this does not condemn 
the consolidated balance sheet as useless. 
In fact, it is an important financial 
statement and should be prepared by a 
public utility holding comany, together 
with balance sheets of all the chief sub- 
sidiaries, if the securities of the holding 
company are to be interpreted properly. 
This statement is made with full recog- 
nition of practical difficulties en- 
countered in preparing a consolidated 
statement, some of which can be ap- 
preciated only by an accountant. For 
instance, it may be difficult to determine 
which companies shall be consolidated, 
particularly if in some cases the propor- 
tion of voting stock is less than a legal 
control but enough for actual control, 
or where the control is subject to change. 


Some statements consolidate companies 
whose voting stock is 100% owned and 
carry as “Investments” stock less than 
100% owned. This procedure may be 
misleading, particularly if the “Invest- 
ments” have large amounts of funded 
debt and preferred stock ahead of them, 
while the 100% owned companies have 
relatively little. Likewise, valuation of 
assets and the propriety of appraisals 
may be subject to question. But the 
important part is the capitalization. A 
holding company generally owns large 
blocks of equity stocks preceded by 
prior claims against assets and income. 
The amount of those claims should be 
shown and the consolidated balance 
sheet is one way of doing so. 

Granting that a consolidated balance 
sheet is essential, Table V is submitted, 
in contrast to Table IV, as a proposed 
statement which will reflect more ac- 


TaBLe X. Pusiic SERvicE CorporaTIOoN oF NEw JERSEY AND Sussipiary Utiuity Com- 
PANIES—PRoposED CoNSOLIDATED BALANCE SHEET, DECEMBER 31, 1926 




















ASSETS 
Due From 
AMOUNT i CONSOLIDATED 
Public Service |Other Companies]! : 
Corp. of N. J. of the System Public 
Current Assets: 
Leased and Subsidiary Goqoeaies $ 41,622,217.58t T t Tt 
Public Service Corp. of N. J.. 5,776,055 .40 T T T 
$ 47,398,272 .98t t t | $45, 105,803.73/$ 45,105,803 .73 


Advances to Affiliated Companies: 
Leased and ag og pepaaien 
Public Service Corp. of N. J... 


Sinking Funds and Other Special 
Funds 


Fixed Capital: 


Leased and oy gh Companies 
Public Service Corp. of N. J...... 


Investments: 


Leased and ny, eg Gorgpanten 
Public Service Corp. of N. J.. 


Miscellaneous Deposits.............. $ 


Deferred Charges: 


Leased oa ag nag A oo 
Public Service Corp. of N. J.. 





$ 1,250,000.00 
11, 565,550.38 


$1, 250,000.00 
11, 565,550.38 





$ 12,815,550.38 


$ 12,815,550.38 





$ 151,581.44 





$469,007, 382.99 
10, 887,401.78 








$479,894,784.77 


151,581.44 


479, 894,784.77 





$ 184,346.33 
189,019,516.61 


$186, 865,099.94 


s 184,346.33 
2,154,416 .67 





$189, 203, 862.94 


Sa cA ET |$186, 865,099.94 $ 2,338,763 .00 








446,419.47 





$ 2,713,861 .96 | 
2,474,665 .10 








2,338,763 .00 
446,419.47 


5,188,527.06 


$ 5,188,527.06 Bites 
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; TaBLeE X (Continued). Pusiic Service CorporaTION oF NEW JERSEY AND SUBSIDIARY 
1 CompaNIES—PRoposED CONSOLIDATED BALANCE SHEET, DECEMBER 31, 1926 
i LIABILITIES AND NET WORTH 
és OWNED RY 
1 AMOUNT Other Companies CONSOLIDATED 
Public Service | of the System 
Corp. of N. J. and Sinking Public 
5) Funds 
Current Liabilities: 
f and Subsidiary a aman tT tT Tt $ 12,160,352.10 
Public Service Corp. of N. J.. T T Tt 6,458,135 .12 
5 tT T T $ 18,618,487.22)$ 18,618, 487.22 
= Deferred and Unadjusted Credits: 
\ Leased and Subsidiary Yonpenies GARE OO Poe cnc cee dcacebas ca xceeuecnsnadnes qesseuuarods 
Public Service Corp. of N. J.. a OAACME Ces cen ks Racecw cher cdecuae Uieeralbennceacusdeeds 
e i$ I TAC ERE ETE] ECCT Ce Oe] Peer ee 6, 440,990.92 
y Capitalization of Leased and amend 
k ‘companies (Schedule A): 
Long-Term Debt............... '$208, 328,958.23 |$ 10,867,000.00$ 18,427, 400.00,$179,034,558.23 
Preferred Stock................. 57,196,800.00 py, | rer 37,216,966 .67 
Common Stock................. 219,966,506.00 | 163,297,850.00 1,623,830.67) 55,044, 825.33 
c $485,492,264.23 $194, 144,683 .33 $ 20,051, 230.67|$271 , 296,350.23 271, 296,350.23 
Capitalization of Public Service Cor- | 
e poration of N. J.: 
Long-Term BVGHG> cos cscs ccseds xs '$ 82,994,831. 39, $ 12,917.00 $ 21,633,889.39 $ 61,348,025 .00 
Preferred Stock...............-- | GE GRE. COCOONS < os cs.ccc soos colns conc cenwonaes 61,251, 600.00 
j Common Stock...............65 64.910,329..98 |... ccccccesces | rere rer rE 64,910, 328.91 
|$209, 156,760.30 $ 12,917. 00 $ 21,633,889 .39$187,509,953-91| 187,509.953.91 
a Total Capitalizsiion of All | | 
Companies............... $694,649,024.53 $194,157,600.33'$ 41,685, 120.06/$458, 806,304.14 
r Surplus: 
Leused and Subsidiary Companies 
= —Balance, December 31, 1925 $ 10,560,622 .49 |.... ccc cs cece cle c ccc ence ec een epee ence eeeeeeees 
Net Increase Year Ending 
— December 31, 1926......--| 1,403, 11E.55 |--eeeee cece eee efee eee e cece cece cleeeeeeeeeeeeees 
: '$ BE OGG TAA OMe be fess cccccwes celeaesncceeresese Gakwdeaedene ae 
Public Service Corp. cf N. J.— 
Balance, Hletember si, 1906 |] 3c FSA SOG BE. [oes viccce ccc ccccfewsccvccetecccsleaessscseseenes 
"= Net Increase Year Ending 
December 31, 1926........ ee A eee ere (reer ry errr ore bee ececeeeeceeee 
© S.OES FEE |e 052s «066 cones | Drececueaacwes adansoceeaed oe 
13 Premiums on Capital Stock...... i$ $60,500.00 | occ ccc ec caces | ESTE FE RAO Pann ae ee 
Contingent Reserve............. ‘$ E44:O0D.OO [occ csciccccccens | ie srae einai o Seka | Reyer 
'g 17,483:94S-98 }..0-0ccccceseee | Need vee NGReKSUEdeCen OR eKuCes 17,483,945 .98 
Retirement Reserve...............-.: i$ Py ee eee | Neacnes ua ene ses ER ees | 31,776,153 .21 
i Total Liabilities and Net Worth. .!............2.0. [ee ceece cee eeeee | ea Gelieshaiiee hee Lesoassseusenes '$533.125,879.47 
* Includes $2,059,700 subscribed of which $1,441,596 is unpaid. 
t Information not available. 
sd curately the intercorporate relationships not the intention to suggest that the 
and priorities. The principal change isin preferred stock of one subsidiary neces- 
placing the various elements of the _ sarily has a claim prior to common stock 
” capitalization in the order of priority, of another subsidiary. The purpose of 
ad at least in a general way, realizing that the consolidated statement is to help 
the assets of the subsidiaries are com- analyze the securities of the holding 
bined and the equities of the various company itself rather than the securities 
e security holders of similar priority in of the subsidiaries. Therefore, claims 
= those assets are also consolidated. It is prior to those of the holding company 











































































































10 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


should be clearly set forth but of neces- 
sity must be grouped to prevent the 
statement from becoming unwieldy. 
But a consolidated balance sheet 
alone is not sufficient. A separate bal- 
ance sheet is needed for the holding 
company itself and for each of the sub- 
sidiaries and a statement is needed of all 
securities which are intercompany- 
owned, if that fact is not portrayed 
clearly by the various statements. The 
balance sheet of “Company H and 
Subsidiaries,” shown in Table IV, could 
have been interpreted much better if a 
balance sheet of the holding company 
and of each of the subsidiaries had ac- 
companied it. The series of condensed 
balance sheets in Tables V, VI, and VII 
portray the simple financial relation- 
ships existing in the illustration. The 
balance sheet of Company “B” is a 
duplicate of that of Company “A.” 
The objection may be made that the 
proposed type of statement is applicable 
only to simple cases. In order to test its 
application to a more complex situation, 
a search was made for a company which 
publishes sufficient information to make 
the experiment possible. Practically 
the only eligible company was the Public 
Service Corporation of New Jersey.‘ 
The legal and financial structure of that 
company is not complicated by sub- 
sidiary holding companies, but it does 
have three kinds of companies which it 
combines in its consolidated statements, 
(1) subsidiary companies controlled 
through stock ownership, (2) leased 
companies controlled through stock own- 

‘Standard Gas and Electric Company data are 
almost complete enough for this purpose. 

When the original data, compiled from pages 35 to 
46, inclusive, of the 1926 Annual Report of Public Serv- 
ice Corporation of New Jersey, were submitted to 
officers of that company for verification, it developed 
that the information about the intercompany holdings 
of funded debt and capital stock of the companies of 
the system was not fully indicated. The revised figures 
showed that the holding company owned more funded 


ership, and (3) leased companies not 
controlled through stock ownership. 
The Public Service System is one of the 
large utility systems, total assets ex- 
ceeding $500,000,000, with its revenue 
being derived, in 1926, from the follow- 
ing sources: 


DC et a 44.17% 
Transportation................... 31.10 
Tana ac ete naar P eas We WAS 24.73 
100.00% 


Unfortunately this company is not quite 
as effective an illustration as some other 
companies might be because the system 
serves contiguous territory which is 
relatively densely populated and the 
system is operated and financed almost 
as if it were one company. Under these 
circumstances priority of equities of 
security holders is not quite as im- 
portant as in certain other cases. Never- 
theless, legal priorities and interrela- 
tionships are present and the situation 
is complicated somewhat by the ex- 
istence of a large number of leases. 

The consolidated balance sheet of the 
Public Service Corporation of New 
Jersey and subsidiaries appears in Table 
VIII and the balance sheet of the Public 
Service Corporation of New Jersey itself 
appears in Table IX, both as of Decem- 
ber 31, 1926. In the annual report, 
consolidated balance sheets of the two 
principal subsidiary operating-and-hold- 
ing companies, Public Service Electric 
and Gas Company and Public Service 
Railway Company, follow. These, in 
turn, are supplemented by a detailed 
statement of each issue of funded debt 
and stock of each company in the sys- 
debt and capital stock of subsidiary companies than the 
original compilation had disclosed. This part of the 
Annual Report of the company would be improved by 
the addition of a few more symbols so that no confusion 
would exist in the mind of the reader. 

The writer wishes to take this opportunity to ac- 
knowledge the cooperation of Mr. P. S. Young, Vice- 
President of the Public Service Corporation of New 
Jersey. 
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II 


TaBLe XI. ScHEDULE A—Pvus tic SERvICE CorPoRATION oF NEW JERSEY AND SUBSIDIARY 
Uritiry CompanigEs 


CAPITALIZATION OF LEASED AND SUBSIDIARY COMPANIES 
DECEMBER 31, 1926 




















OWNED BY 
AMOUNT Other Companies! CONSOLIDATED 
Public Service | of the System 
Corp. of N. J. and Sinking Public 
Funds | 
Long-Term Debt: 
‘Leased Couponing Not Contacto’ ls $ P 
ugh Stock Ownership....... 76,289,509 .37 1,076,000 .00 7,180, 400.00 $ 68,033, 109.37|.........0000ee 
Leased Companies Controlled edb 
through Stock Ownership....... 20, 469,000.00 83,000.00 276,000.00! 20,110,000.00]............... 
Operating Subsidiaries Controlled 
through Stock Ownership....... 111,570,448 .86 9,708,000.00} 10,971,000.00) 90,891,448.86]............... 
$208, 328,958 .23/$ 10,867,000.00| $18, 427, 400.00 $179,034,558.23 $179,034,558.23 
Preferred Stock: 
Leased Companies Not Controlled 


through Stock Ownership....... i$ 446,800.00}.... 


Leased Companies Controlled 


Reto CheweeE DU ge eae Kao ees $ 446,800.00}............... 





through Stock Ownership....... 6, 750,000.00 7 | ae CO 2 | es 

Operating Subsidiaries Controlled 
through Stock Ownership....... 50,000,000.00] 19,975,200.00]............... 30,024,800.00}............... 
$ 57,196,800.00]8 19,979,833-33]-...----------- 37,216,966.67} 37,216,966.67 





Common Stock: 
Companies Not Controlled 


—- Stock Ownership....... $ 55,817,016.00|/$ 12,300.00] $ 824,110.67/$ 54,980,605 .33|............00. 
Leased Companies Controlled 

through Stock Ownership....... 6,551,990.00}  6,441,790.00 51,920.00 Ce 2) rae 
Operating Subsidiaries Controlled 

through Stock Ownership....... 157,597,500.00] 156,843,760.00 747,800.00 CS ee 





$219,966, 506 .00/$163.297,850.00] $ 1,623,830.67)$ 55,044,825.33] 55,044,825 .33 





Total Capitalization of Sasenh 
and Subsidiary Companies. . 








“th 





- $485 492,264 .23|$194, 144,683.33] $20,051, 230.67/$271, 296, 350.23/$271, 296,350.23 














tem showing (1) amount authorized, 
(2) amount outstanding, (3) intercom- 
pany? and sinking fund holdings, and (4) 
amount in the hands of the public. The 
company is to be commended for its 
complete statement of facts. 

Although the information is available 
in the annual report of the company,5 
considerable study is required on the 
part of an analyst to ascertain what 
securities rank ahead of any specific 
issue of the holding company and also 
what amounts of those prior claims are 
owned by the holding company. The 
balance sheets are not designed to por- 
tray the information which has been 
assumed in this discussion to be im- 
portant. In fact, the only guiding 
principle in determining the order of 
items appears to be to place fixed 
capital and long-term debt first among 


5 See comments in n. 4, supra. 


the assets and liabilities, respectively, 
and capital stock and surplus last 
among the liabilities. Long-term debt 
and capital stock of the holding com- 
pany itself are placed first in their 
respective classifications on the con- 
solidated balance sheet, thus specifically 
ignoring the order of priority. These or 
similar criticisms apply to practically 
all public utility holding company state- 
ments and are not made with the inten- 
tion of singling out the Public Service 
System for criticism. 


In Table X, supported by Schedule A 
(Table XI), an attempt is made to apply 
the principles evolved in the early part 
of this discussion to the consolidated 
balance sheet. The purpose is to leave 
the analyst with a general idea of the 
structure of the system so he can meas- 
ure more accurately, in conjunction 
with the information contained in the 
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income accounts, the risk involved and 
the compensation therefor. 

Many security holders and prospective 
security holders will get no more infor- 
mation from Table X than from Table 
VIII, but the person who can read 
financial statements should haveaclearer 
understanding of the financial relation- 
- ships. The liability side of the state- 
ment has been condensed by using 
merely the total long-term debt, pre- 
ferred stock, and common stock of leased 
and subsidiary companies, but Table 
XI shows these in greater detail. This 
schedule is particularly important be- 
cause of the presence of leased com- 
panies not controlled through stock 
ownership. 

Table X shows intercompany holdings 
of securities. It indicates that the hold- 
ing company owns $10,867,000 of bonds 
of the leased and subsidiary companies, 
$19,979,833 of preferred stock, and 
$163,297,850 common stock. This total 
of $194,144,683 is carried at $183,965,- 
099.94 by the holding company itself, 
according to the “Investments” in 
Table X and also in Table IX. The 
holding company thus owns principally 
junior equity securities. Its own bonds 
and stock should be interpreted accord- 
ingly in conjunction with all other fac- 
tors considered. 

The proposed statement in Table X 
has embodied the following principles 
in a general way: 

1. Assets have been arranged in the 
general order of liquidity; that is, 
in the order in which, during the 
ordinary course of operations, they 
will be converted into cash. 


2. Liabilities have been arranged in 
the general order of priority in the 
ordinary course of operations, with 
a certain amount of unavoidable 
overlapping, resulting from such 
situations as the ownership of 
almost $20,000,000 of preferred 
stock by the holding company and 
the liability of the holding com- 
pany to a subsidiary for over 
$19,600,000. 


The order in which the items have been 
placed in Table X is merely suggestive 
and therefore subject to deserved criti- 
cism. The purpose is to illustrate prin- 
ciples. The reclassification of “‘Reserves” 
has been arbitrary because of a lack of 
information about the various accounts. 
The location of the retirement reserve, 
in particular, is quite arbitrary and in- 
volves the whole theory of retirements 
and depreciation which is not raised here. 


Political elements of the public utility 
problem are becoming important along 
with the economic phases and practical 
expediency may tend to modify the sug- 
gestions made above, which are based 
on the assumption that complete infor- 
mation is desirable and even essential in 
ascertaining the risk involved and the 
compensation therefor. 


Although the form of consolidated 
balance sheet which has tentatively 
been proposed appears to be more com- 
plicated than the customary form, a 
simple statement is of little value if the 
desired facts are not ascertainable there- 
from. In fact, the more complex form 
emphasizes the existence of interrela- 
tionships which need to be investigated. 
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LAND TENURE IN WALNUT GROVE 
TOWNSHIP, KNOX COUNTY, ILLINOIS 


By WILLIAM TEN HAKEN 


, \O a great many people the term 


“land tenure” suggests the renting 

of land by a tenant from an 
owner. This mistaken concept is prob- 
ably due to the unfortunate resemblance 
between the words “tenure” and “ten- 
ancy.” Land tenure, according to 
English law, is the act or right of holding 
land, also the manner of holding land, 
of a superior. The term is used in this 
paper in the latter sense, except for the 
necessary modification, to make it ap- 
plicable to American conditions, that 
land is not held “of a superior” in this 
country. The particular type of tenure, 
or mode of holding land, is determined 
by the conditions surrounding the hold- 
ing. 

The classes of land tenure most com- 
mon in the United States are fee simple, 
estate for life, leasehold, land contract, 
and easement. Of these, fee simple and 
leasehold have by far the most practical 
significance. In fact, holding of land by 
fee simple, since it is the largest possible 
estate in land known to law, constitutes 
the heart of the land tenure concept. 
All of the minor estates may be said to 
be carved out of the fee, thus rendering 
it less valuable to the holder. The lease- 
hold is second in importance, by virtue 
of the fact that division of the fee in this 
country usually takes the form of vesting 
the right of use and possession of the 
land temporarily in another person in 
return for a consideration. 

It is with these two types of land 
tenure, the holding of land by fee simple, 
and by lease, commonly known as 
ownership and tenancy, that this study 


is primarily concerned. Attention is 
called to the two principal meanings 
attached to the terms ownership and 
tenancy. When the percentages of these 
two forms of land tenure in a certain 
political unit are discussed, either the 
number of owner-operators and tenant- 
operators is referred to, or the amounts 
of land operated by owners and tenants, 
for, obviously, tenancy must exist side 
by side with ownership, siace the land 
which is rented is also owned by some 
one. In other words, the two kinds of 
tenure are co-existent and comple- 
mentary, as modes of holding land, but 
distinct and mutually exclusive, as 
types of operation. 

Much has been said and written dur- 
ing recent years upon the subject 
popularly known as “the agricultural 
ladder.” The “agricultural ladder” 
contains a number of rungs which repre- 
sent certain well-defined stages through 
which a young man may pass in his 
ascent from the status of apprentice on 
his father’s farm to that of owner of a 
farm of his own. Some attain the owner- 
ship of land without passing through 
any of the stages which usually inter- 
vene between that of farm boy and land 
owner, and some pass through all the 
possible stages, including working in an- 
other occupation. The vast majority, 
however, do not become landowners 
without spending some time on one or 
more rungs of the “ladder.” 

Many attempts have been made to 
ascertain under what circumstances it 
is possible for a young man, not blessed 
(or cursed) with an inheritance, to ad- 
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vance step by step to the unencumbered 
ownership of an average-sized American 
farm. Some of these discussions have 
been purely theoretical; others have 
been based on gathered facts. The pur- 
pose of this study was not to answer the 
question suggested, but to collect ad- 
ditional data from a selected area in 
western Illinois which might serve as a 
basis for further discussion. 


Selection of the Area 


Several considerations influenced the 
selection of the area to be studied. In 
the first place, an area was desired which 
was typical of that portion of the Corn 
Belt which is devoted largely to the 
raising of corn and live stock. Similar 


























studies from slightly different angles 
were being planned of a township in 
Champaign County, Illinois, and another 
in Manitowoc County, Wisconsin. The 
former is in the heart of that part of the 
Corn Belt where corn is raised princi- 
pally as a cash crop, and where the per- 
centage of tenancy was 60.3% in 1925, 
according to the Census of Agriculture 
Reports. The renting of land was also 
predominantly on a commercial basis. 
The study in Wisconsin was made in 
that section where the dairy industry is 
the prevalent type of agriculture, and 
where only 4.1% of the farms were 
operated by tenants in 1925, almost all 
of which were rented from relatives. 
Knox County, Illinois, is typical of a 
corn-raising area where much of the 
corn is marketed in the form of hogs and 
beef cattle. In this county a little less 
than half of the farms, 46.4%, were 
rented by the operators in 1925, largely 
from relatives also. Thus three areas, 
within a radius of 200 miles of Chicago, 
widely divergent in the character and 
percentage of their tenancy, but each 
typical of a rather well recognized and 
important type of agriculture, became 
the objects of intensive land tenure 
studies during the year of 1926.! 


Description of the Area 


Knox County is located in that por- 
tion of Illinois known as the Military 
Tract, which includes all the land be- 
tween the IIlinois and Mississippi Rivers, 
south of the northern boundary line of 
Bureau and Henry Counties. This area 
was so-named because it was set aside 
by the Federal Government for the 





1The more significant facts uncovered in the other 
Illinois study were contained in an article published in 
the August, 1927 issue of the Journal of Land and Public 
Utility Economics, while a preliminary report of the 
Wisconsin study appeared in the November number. 
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soldiers of the War of 1812, to be 
patented to them in quarter-sections. 
Soldiers of other wars were also granted 
land in Knox County, however, as is 
shown by the original grants from the 
United States Government. Geographic- 
ally the county is bounded by Henry 
County on the north, Stark and Peoria 
on the east, Fulton on the south, and 
Warren and Mercer counties on the west. 


Considering the location of the county 
from the geological point of view, it lies 
in the upper Illinois glaciation and is 
located on the crest of the divide be- 
tween the Mississippi and IIlinois Rivers. 
Approximately the northwest quarter 
of the county drains directly into the 
Mississippi, while the rest is drained 
chiefly by the Spoon River into the 
Illinois. The highest point in the county 
is 859 feet above sea level, although the 
average elevation is only 725 feet. 


Most of the county is undulating 
prairie, but there were also originally 
many large groves of fine timber, 
especially in the southern and south- 
eastern portions. The original timber 
consisted of several varieties of oak, elm, 
ash, hickory, black walnut, and maple. 
The soil is, for the most part, dark, rich, 
vegetable loam. The entire surface of 
the uplands was completely buried by 
the Illinois glacier under a thick layer 
of drift, the depth of which averages 
about 30 feet. It is made up of strata of 
yellow and blue clay, which is mixed 
with sand and gravel in some instances. 
Alluvial deposits are rather small, gener- 
ally much less than.a mile in width, and 
form the bottom lands along the streams. 


Historical Background 


It is not necessary to give an ex- 
haustive account of the early political 
jurisdictions under which the area now 
comprising Knox County was governed. 


On January 13, 1825, Knox County was 
established by an act of the Legislature 
and its boundaries were determined the 
following year, although it was still 
attached to Fulton County for judicial 
and recording purposes. In July, 1830, 
occurred the formal organization of the 
county as it is at present, except that 
two townships were included which, 
upon organization of Stark County in 
1837, were separated from Knox and 
made a part of the new county. Barely 
300 legal voters were living within the 
boundaries of the county at that time, 
which was the number required by law 
before it could be organized as such. 

The first settlers came in 1828, three 
years after Knox County was established 
by the Legislature. They were two 
brothers from Scotland, who originally 
settled in Henderson Township, where 
Knox County was first cultivated by a 
white man. One of the brothers had 
considerable difficulty in obtaining legal 
possession of the land he had originally 
settled upon, as had many of the 
pioneers, because of tax titles, grants, 
patents, etc., of the land, which were 
held by other people. Immigrants simply 
entered government lands, “squatted” 
on “patent” or military lands, and put 
up improvements on them, thus making 
them “valuable.” In many instances, 
the original patent would be presented 
at this stage by some one who would 
evict the squatter and take possession, 
frequently failing to pay the occupant 
anything for his improvements. This 
condition of affairs furnished a most fer- 
tile field of operation for a certain class 
of men called “land sharks,” who came 
into this section of Illinois to work up 
cases, presumably for the original patent- 
ees, but in reality for themselves. 

The population increased rapidly. 
In 1830 three families settled in Lynn 
Township on the edge of a grove, which 


16 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


became known as Fraker’s Grove, named 
after one of them, an Irish immigrant. 
These were the first white settlers in the 
northeastern part of the county. The 
first Swedish settlers in Knox County 
came to Victoria Township in 1838. Not 
until 1845, however, did the immigrants 
begin to arrive in numbers. In that 
year one of the first large colonies was 
established in Bishop Hill in Henry 
County, a short distance across the line 
to the north. The Germans were prob- 
ably next in importance to the Scotch, 
Swedish and Irish among the foreign- 
born settlers during those early days in 
Knox County. However, very few 
Germans came to Walnut Grove Town- 
ship. Even Galesburg seems to have 
had no such attraction for this nation- 
ality as had Davenport, Rock Island, 
Quincy, and Burlington. 

Emigrants from other states of the 
Union made up a considerable propor- 
tion of the population from the year of 
the first settlement. Until the Black 
Hawk War (1832) the settlers came 
mainly from the states of Kentucky, 
Tennessee, and Virginia, or from tem- 
porary homes in southern Illinois and 
Indiana. But in 1836 immigration from 
eastern states started in earnest and 
southern immigration began to decline. 
The majority of these later immigrants 
came from New England, New York, 
Pennsylvania, and Ohio. 

These early settlers almost without 
exception selected the sites for their new 
homes in the timber or along its margin. 
Always having lived in the shelter of 
trees, it is not surprising that they 
should settle similarly in a new country. 
The trees furnished not only the ma- 
terial out of which they built their 
cabins, but also furnished protection 
from the severe storms, which the 
hastily built and poorly furnished homes 
were ill fitted to withstand. The timber 


also provided a convenient supply of 
fuel for their stoves, as well as tem- 
porary shelter for the stock, until sheds 
and other outbuildings could be built.? 


Method of Procedure 


The method of investigation used in 
this study is the intensive consideration 
of a relatively small number of cases, 
rather than a more or less superficial 
survey of a large number of cases. Such 
a system has the advantage of a much 
closer approach to accuracy of facts, but 
the number of cases is so small as to 
render statistical and graphical presen- 
tation of the data somewhat misleading 
on the face. Therefore, the qualitative, 
rather than the quantitative aspects of 
the data secured will be emphasized. 
The reader should bear in mind this 
fact, especially in the interpretation of 
percentages. 

The most important preliminary step 
in the study, prior to the actual field 
work in the township selected, was to 
obtain a complete list of transfers for the 
entire township from the time the land 
was first taken up. Section 16 was 
omitted from the study because it is 
almost entirely occupied by the village 
of Altona, and Section 21, adjoining it 
on the south, has also been divided into 
an unusually large number of smaller 
parcels which made the listing of trans- 
fers extremely difficult. The other 34 





2 The above description necessarily applies to the 
whole of Knox County, because most of the available 
information from secondary sources relates to counties 
rather than to individual townships in a county. The 
choice of Walnut Grove Township from the twenty 
townships in Knox County was primarily a matter of 
expediency and convenience. The village of Altona, 
situated approximately in the center of the township, 
seemed to offer an ideal headquarters from which to 
conduct the sort of field study which was contemplated. 
It furnished direct rail connections with Chicago, and 
with Galesburg, the county seat. The latter feature 
was especially desirable because of necessary prelimi- 
nary work to be done on the county records. 
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TENURE OF 108 FARMERS 
WALNUT GROVE TOWNSHIP, KNOX COUNTY, ILL INOIS,1926 






* RELATED TENANTS (32) 
296% 








UNRELATED TENANTS (27) 
25.1% 





PART-OWNER 
OPERATORS (17) 
15.7% 





OWNER OPERATORS (32) 
29.6% 














sections were considered capable of fur- 
nishing just as true a picture of the land 
tenure conditions in Knox County, as 
the entire 36 sections in the township 
could have done. 


The field work proper consisted prin- 
cipally of personal interviews with 
former or present owners of land in the 
township who are now retired, and with 
present operators, both owners and 
tenants. A schedule containing ques- 
tions concerning each successive stage in 
the life of the person interviewed, or 
each rung in his “agricultural ladder,” 
was used for recording the information. 


-A total of 108 farm operators, 31 re- 


tired farmers, and 2 non-agricultural 
landowners in Walnut Grove Township 
were interviewed for the purpose of 
obtaining the specific data called for in 
the questionnaire. Much additional 
valuable information of a general nature 
was obtained from other inhabitants of 
Altona. The two non-agricultural own- 
ers of land, a retired butcher and a 
retired merchant, neither one of whom 
has ever been engaged in agricultural 
work of any sort have been disregarded 


so far as this study of the “agricultural 
ladder” is concerned. 


Percentage of Ownership and Tenancy 


As was previously suggested, when 
ownership and tenancy are mentioned 
together, reference is had either to the 
number of operators who own their own 
land, as compared with the number who 
rent theirs, or to the numbers of acres 
operated by owners and tenants re- 
spectively. For reasons which will 
appear during the course of this article 
owners are divided into two classes, 
owner-operators and part-owner-oper- 
ators. An owner-operator is one who 
has title to all of the land which he 
operates, while a part-owner-operator 
rents from another some of the land 
which he operates. Tenants are also 
divided into related and unrelated ten- 
ants. A related tenant rents all, or the 
greater part, of the land which he 
operates from a relative, usually his 
father or father-in-law. An unrelated 
tenant rents all, or the greater part, of 
the land which he operates from a person 
not related to him. 
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TENURE OF 21,164 ACRES OF LAND 
WALNUT GROVE TOWNSHIP KNOX COUNTY, ILLINOIS, 1926. 


RENTED FROMRELATIVES © 
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The relative importance of the four 
types of land tenure is shown by Chart I. 
Considering owners and tenants to- 
gether the percentage of tenancy to the 
total number of farmers, 54.7% for 
Walnut Grove Township, compares with 
46.4% for Knox County, and 42% for 
Illinois as a whole, according to the 1925 
Reports of the Census of Agriculture. 
Considering only those in the tenant 
group, 32.8% of the tenants in Knox 
County, and 31.4% of the tenants in 
the entire state, were related to their 
landlords in 1925, whereas in Walnut 
Grove Township 54.2% of the tenants 
are related to the owners. 


Chart II shows the relativeimportance 
of the four types of tenure from the 
point of view of the number of acres 
operated by each. The total number of 
acres operated by farmers living within 
the area is slightly less than the total 
number of acres operated in the town- 
ship. Considering only the area oper- 
ated by farmers living within the town- 
ship, 30% of the acreage is operated by 
owners, 17.8% by part-owners, 27.8% 
by related tenants, and 24.4% by un- 
related tenants. This slight discrepancy 
in acreage is explained by the fact that 
some of the land near the edge of the 
township is operated by farmers living 
in adjoining townships,‘% while some 
Taste I, Nativity OF FarMERsS IN DIFFERENT CLASSES 


oF TENURE IN WALNUT Grove TownsuIP, 
Knox County, I.ttnots 








PLACE OF BIRTH 
Other | Other 





Class of Tenure |Walnut | Town- | Coun- Other 
Grove | ships ties | Other | Coun- 
Town- in in States | tries 


ship | Knox | Illi- 
Cc 





All Classes...... 64* 29 14 7 2st 
Retired Farmers... 17 _ SSERSR Ceo” 8 
Owner-Operators. . 17 6 4 2 3 
"Ses. 

perators....... ae ae an Peper eter 3 
Related Tenants .. 18 é 4 2 2 
Unrelated Tenants. 3 6 6 3 9 




















*One of the non-agricultural owners was born in the township. 
{The other non-agricultural owner was born abroad. 


farmers living near the township line 
operate some land across the line. 


Nativity of Operators and Retired Farmers 


An interesting phase of the land 
tenure picture in the township is the 
nativity cf past and present operators 
by classes of tenure. The following well- 
defined political units are used in the 
classification of nativity: home town- 
ship, other townships in Knox County, 
other counties in Illinois, other states, 
and other countries. 





NATIVITY OF 139 RETIRED FARMERS AND PRESENT 
FARM OPERATORS, IN PERCENTAGES 
WALNUT GROVE TOWNSHIE RNOK COUNTY ILLINOIS 1926 
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With the exception of the unrelated 
tenant class, approximately three-fourths 
of all members of each tenure class were 
born in Knox County, and more than 
one-half in the home township, as shown 


on Chart III. The absolute figures are. 


shown in Table I, from which the per- 
centageson Chart III arecomputed. Two 
or three items in this table deserve 
special notice. All of the retired farmers 
and all of the part-owners were born 
either in Knox county or in a foreign 
country. On the other hand, the highest 
percentage of men born in the home 
township is found, as would be expected, 
in the related tenant class, while the un- 
related tenants represent the largest 
percentage of foreign-born. The relative 
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stability of the population in this region 
is shown by the fact that about 75 % of 
each class, except the unrelated tenants, 
were born in Knox County and over 50% 
in the township itself. Of the 141 owners, 
operators, and former operators inter- 
viewed, 65 were born in the home town- 
ship, 29 in other townships in Knox 
County, 14 in other counties in Illinois, 
7 in other states, and 26 in foreign 
countries. Of the foreign-born, 22 were 
born in Sweden, 2 in Scotland, and 2 in 
England. One of the non-agricultural 
owners of land was born in Sweden; the 
other in the township itself. 


The movement from farm to city, 
which has taken place more rapidly 
during the recent years of agricultural 
depression, has been “‘viewed with alarm” 
by people not conversant with the real 
problems of agriculture. No facts have 
been obtained in this study in any 
organized form which might indicate the 
extent of such movement in the past. 
But some light may be thrown upon the 
existence of a movement in the opposite 
direction, by the answers given to the 
question whether the present operator 
was born on a farm. Table II, which 
tabulates these answers, seems to in- 
dicate that a relatively small percentage 
of present and past farm operators were 
drawn from the city, although the 
counter-movement from city to farm 


TaBxe IJ. Proportion or Farmers 1n Various TEN- 
uRE Groups Wuo Were Born on Farms, 
Wa nut Grove Townsuip, Knox 
County, ILutno1s 








Born on Farm 





Crass or TENURE 





Number | Per Cent. 
AM Classese occ cce cece. 128* 88.0 
Retired Farmers............. 26 83.9 
Owner-Operators............ 31 96.9 
Part-Owner-Operators........ 15 88.2 
Related Tenants............ 31 96.9 
Unrelated Tenants........... 21 77.8 











*The two non-agricultural owners were not born on farms 
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does tend to offset the much feared 
migration from country to city. 


Relative Importance of Farms of 
Various Sizes 


The average size of farms among the 
108 studied is 195 acres. The owner- 
operator’s farm contains 197 acres on 
the average; the part-owner-operator’s, 
217 acres; the related tenant’s, 183 acres; 
and the unrelated tenant’s, 190 acres. 
A comparison of the relative importance 
of farms of various sizes in each class of 
tenure can be made from Chart IV. There 
are 10 farms of 80 acres, the smallest 
size found; 12 from 81-120 acres; 36 
from 121-160 acres; 6 from 161-200 
acres; 23 from 201-240 acres; 15 from 
241-320 acres; 4 from 321-400 acres; 
and only 2 over 400 acres. It will be 
observed that the modal size is 121-160 
acres. There are 2 farms of 200 acres; 
2 of 400 acres; 1 of 440 acres; and 1 of 
520 acres. All but 38 farms, distributed 
among the various groups, have even 
numbers of acres; that is, multiples of 
40, one-sixteenth of a section. 


The economic unit for a farm in this 
township seems to be 160 acres. The 
operation of a quarter-section generally 
allows for the use of a complete set of 
farm machinery and the hiring of one 
man for nine months or the entire year. 
On farms below this convenient size, 
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METHODS OF ACQUIRING FARM OWNERSHIP, BY TYPES OF TENURE 
WALNUT GROVE TOWNSHIP, KNOX COUNTY ILLINOIS, 1926 
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the operator usually attempts to get 
along without hiring a man regularly, 
or he may diversify operations suffi- 
ciently to require the full-time services 
of an assistant. The farmer who oper- 
ates more than 160 acres encounters no 
such labor problem, since he can add 
hired help in installments according to 
his needs. 

Owner -operators, as distinguished 
from tenants, tend to have the smallest 
and the largest farms. Of the 6 farms 
of more than 320 acres only 1 is operated 
by a tenant, while of the 10 smallest 
farms 5 are operated by owners and 5 by 
tenants. The 12 farms of the next 
larger class are also equally divided 
between owners and tenants, but in the 
modal class the tenant-operated farms 
outnumber the owner-operated about 
two to one. There is again an equal 
division in the rather small 161-200 
acre class, but in the 241-320 acre class 
the proportion is about three to two in 
favor of farms cultivated by owners. 
Allowance must be made for the fact 
that while all told there are 49 farms 
operated by owners in whole and in 
part, there are 59 operated by tenants. 

It is significant that more than 90% 
of the farms of owner-operators are dis- 
tributed fairly uniformly among the 
first six size-classes, with the exception 
of the odd-sized 161-200 acre group, 
while in the case of each one of the other 
three kinds of tenure, two or three sizes 


predominate within a range of 121-320 
acres. Approximately 40% of the farms 
in each of these three tenure classes are 
between 121 and 160 acres in size, and 
about 25% are between 201 and 240 
acres. 


Steps in Achieving Ownership and 
Methods of Acquiring Owhership 


In a study of the “agricultural lad- 
der” in a given community, it is im- 
portant to discover to what extent the 
ownership of land has been attained 
through means other than climbing up 
each successive rung. Two aspects of 
this phase of the study present them- 
selves. One is concerned with the 
particular kind of transfer by means of 
which farmers become owners of land. 
The five most common methods of ac- 


Tas ie III. Comsinations or Staces By WHICH 139 
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*Symbols: F—Apprenticeship; farn: boy works on home farm 
without wages. 
o- laborer at home stage; works on home 
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rm. 
H—Hired laborer stage; works away from home 
rm. 
L—Other occupation stage; non-farming work. 


T—Tenant stage. 
O—Owner stage. 
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quiring land ownership and their relative 
importance to each of the three classes 
of owners are shown on Chart V. The 
other aspect is found in the stages 
through which farmers pass before be- 
coming owners. Very few pass through 
all the possible stages, and those who 
omit one or more pass through various 
combinations. Table III shows the num- 
ber of landowners who spent some time 
in the different tenure stages, as well as 
of tenants who have not yet completed 
the climb up the “ladder.” 

For the sake of brevity and con- 
venience, a single letter is used to 
designate each one of these stages. (See 
footnote to Table III). These are for the 
most part the same symbols which have 
been used in other studies® of steps to 
farm ownership, except that here the 
hired-laborer-at-home stage (W) and 
the hired-laborer-away-from home stage 
(H) are differentiated, while usually 
both are included under H. A combina- 
tion of the letters indicates not only the 
stages through which owners have 
passed, but also the order in which they 
pass through them. For example, the 
FWTO group consists of all those who 
were brought up on a farm, worked at 
home with wages, and became tenants, 
before finally attaining ownership. Simil- 
arly, the FO group includes those who 
have never worked for wages, nor 
operated land as tenants, prior to the 
acquisition of land in their own right. 
If L occurs as the first stage, the indica- 
tion is that boyhood was spent in a 
town or city, not on a farm. 

The FTO “ladder” was climbed by 
29.1% of the retired farmers, which 
approximates very closely the figure 





3.W. J. Spillman, “The Agricultural Ladder,” 9 Amer- 
ican Economic Review, No. 1, pp. 170-9 (1919). 

4J. O. Rankin, “Steps to Nebraska Farm Owner- 
ship,” Nebraska Experiment Station Bulletin 210, p. 25 
(1926). 


found in a similar study‘ made of present 
owners of land in Nebraska, where the 
corresponding percentage was 29.7%. 
But both are somewhat lower than the 
34-7 % of owner-operators in the United 
States who rose to land ownership by 
this route. An equal percentage of re- 
tired farmers are found to have risen 
to land ownership by means of the 
FWTO and FHTO “ladders”, a combi- 
nation of which is comparable to the 
FHTO group in the Nebraska study 
where the percentage was 25.2%. These 
percentages are considerably lower than 
the 47% of owner-operators in the 
United States who passed through these 
stages. Only 9.7% of retired farmers 
were able to take the short cut from the 
farm-boy stage to that of owner, as 
compared with 14.8% in Nebraska. 
None among the present owner-oper- 
ators took this direct step. 

Returning to Chart V, more than half 
of the retired farmers acquired their 
land by purchase, which is an appreci- 
ably larger percentage than that shown 
for owner-operators and _part-owner- 
operators. Inheritance, marriage, and 
gifts have played a correspondingly 
larger part in the acquisition of land 
by the present operators. The few who 
received land by gift from their parents 
might be called cases of “premature 
inheritance.” 

After acquisition of the first land, 
additional land was acquired by 67.7% 
of the retired farmers, 68.7% of the 
owner-operators, and 29.4 % of the part- 
owner-operators. Of the retired farmers 
who came to own additional land 28.5 % 
were in the FTO class, 33.3% in the 
FWTO and FHTO classes, and 14.3% 
in the FO class. Of the owner-operators 
who acquired additional land, the per- 
centages for the three kinds of “ladders” 
most generally climbed are: FTO, 40.8 %. 
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FWTO and FHTO, 44.4%; and FLTO, 
7.4%: 

The methods of acquisition of addi- 
tional land among the three classes of 
owners are presented on Chart VI. A 
comparison with Chart V will reveal 
that, in the case of retired farmers, 
purchase played a much smaller part in 
the acquisition of additional land than 
it did in securing the first land, but the 
opposite conclusion is reached with 
reference to owner-operators and part- 
owner-operators. As only five part- 
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land, too much importance must not be 
attached to the percentages of this 
tenure class on Chart VI. 

The percentage of the different classes 
of tenure who spent some time in the 
various stages is shown on Chart VII. In 
every tenure class except unrelated 
tenancy over 90% spent some time on 
the home farm without getting wages. 
The part - owner - operators and related 
tenants did so without a single excep- 
tion. But even among the unrelated 
tenants more than 80% stayed at home 
to work for a shorter or longer period of 
time without pay. For most of them 
there was probably little prospect of 
buying or renting their fathers’ farms, 
and hence they were unwilling to stay 
and work there without remuneration. 
Also, as was previously shown, more 
than 20% of them were not born on a 
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farm; some of these, however, seem to 
have moved to farms with their parents 
while they still were children. 

Although not quite one out of every 
three in all tenures worked at home for 
wages, a somewhat larger percentage of 
retired farmers and related tenants, and 
a smaller percentage of owner-operators 
and part-owner-operators did so. The 
class of unrelated tenants again has a 
considerably smaller number who have 
passed through this stage, less than one 
in four. The main reason for this is un- 
doubtedly the same as that suggested 
in the former stage, since wages paid for 
working at home are usually lower than 
could be obtained when working for a 
stranger. This discrepancy in wage rates 
in favor of the man who hires out to a 
stranger is often counter-balanced by the 
hope of future reward in the form of a 
favorable rent contract or easy terms of 
purchase from the father. Those whose 
parents were never engaged in agricul- 
ture naturally omitted the at-home 
with-wages stage. 

Since working at home with wages 
and working out as a hired man are 
more or less alternatives, it is only 
natural that a high percentage among a 
certain tenure class in the former stage 
should be accompanied by a low per- 
centage in the latter stage. It stands to 
reason that many who work at home 
with wages never become hired men of 
others, and vice versa, although a con- 
siderable number do both. For all ten- 
ure classes the percentage which passed 
through this hired-man stage is 37.4%, 
the number of part-owner-operators us- 
ing this step being 2 % lower, and all the 
others, except unrelated tenants, from 
9% to 15% lower. The high figure of 
81.5 % among unrelated tenants is to be 
expected in view of what has been said 
previously regarding this class. 

Another alternative for the accumula- 


tion of the necessary money for the oper 
ation of a farm is working in other 
occupations. This was done by more 
than 20% of the total number inter- 
viewed. The relatively high percentage 
of retired farmers who worked at other 
occupations is partially accounted for 
by their nationality. Having been en- 
gaged in other occupations during their 
youth in their native countries in Eu- 
rope, they no doubt grasped the oppor- 
tunity of becoming independent farmers 
on the practically free land in America. 
Other early settlers first found work in 
the cities, because the demand for farm 
laborers was not so great in the early 
days as it became later. Many of the 
unrelated tenants also have been en- 
gaged in other occupations previous to 
taking up farming, probably preferring 
work in the city where wages seemed 
better than in farm work, although more 
than 10% did both. 

The percentage of persons who passed 
through the tenant stage is uniformly 
large in all tenure classes. The 94.2% 
given for all tenures is somewhat mis- 
leading, because it includes the present 
tenants. A more significant figure is the 
percentage based only on those who have 
already completed their tenant stage, 
namely, retired farmers, owner-oper- 
ators, and part-owner-operators. In 
keeping with the general trend toward 
an increase in tenancy for the country as 
a whole, a larger percentage of owner- 
operators than of retired farmers were 
tenants. Owner-operators are, for the 
most part, younger than the retired 
farmers, and the increase of over 13% 
in tenancy among them as compared 
with the previous generation of farmers, 
results from the greater difficulty at- 
tending the ownership of land as the 
pioneer period is left behind. Hence, 
fewer farmers now are able to become 
owners of land without first renting 
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from others. This tendency is further 
borne out by the fact that the part- 
owner-operators, who are just in the 
transition stage between tenancy and 
complete owner-operation, have without 
exception been tenants before becoming 
landowners. 

The next thing to be considered is the 
length of time it has taken the various 


tenure groups to reach their present 
status. The second installment of this 
article will analyze the time spent on 
each rung of the “agricultural ladder” 
by each tenure group and will also in- 
clude a more detailed analysis of the 
different stages in achieving ownership 
as are represented by the farmers of 
this area. 
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CAPITAL AND MAINTENANCE EXPENDITURES 
IN PUBLIC UTILITY ACCOUNTING 
By JOHN H. BICKLEY 


demanding the attention of ac- 

countants of expanding manu- 
facturing and public utility enterprises 
is that of distinguishing between capital 
and maintenance expenditures. If an 
industry is owned by its immediate man- 
agers who are fully cognizant of the 
accounting procedure, an ultra-conserva- 
tive policy of loading operating ex- 
penses with property additions and 
betterments may be followed, with sole 
responsibility to government taxing 
agencies in reporting property and 
earnings. On the other hand, if there 
exists a group of non-managing owners, 
or if there is outstanding a class of non- 
voting stock, irreparable injury may 
result from an erroneous allocation of 
costs. Before the advent of income tax 
laws, the owner-managers of profitable 
industries frequently extended and im- 
proved their plants by charges against 
maintenance, thereby creating a reserve 
of value which, although contributing 
to increased production or economies 
in operation, was not reflected by prop- 
erty accounts. Not many years ago, 
this was a common practice of rail- 
roads. Very little reliance could be 
placed on their financial statements, but 
those familiar with the actual facts 
could profit by a purchase and sale of 
securities. 

In the case of public service com- 
panies, public regulation over rates, 
security issues, and service adds special 
significance to the problem and de- 
mands an assignment of costs that is in 
harmony with facts and not the prod- 


A PROBLEM that is constantly 


uct of a desire to attain a certain result. 
The charges for service rendered by a 
utility being predicated upon property 
values and operating expenses, an un- 
sound accounting practice may impose 
unfair burdens on the consuming public 
and give the utility added plant capacity 
or economies at a direct cost to its pa- 
trons. 

In the past, regulatory commissions 
were apprehensive that utilities would 
inflate their fixed capital by charges 
that were properly assignable to cur- 
rent maintenance. It was feared that 
such expenditures would be incorpo- 
rated in the basis for computing rea- 
sonable rates and thus constitute a 
double charge upon the public, first, by 
treating the repair as an addition or 
betterment, and, second, by calculating 
a percentage return, in future years, on 
this expenditure. Today, the real 
danger might be in the other direction; 
instead of an inflation of capital ac- 
counts there may occur a padding of 
operating costs. The imminence of this 
is seen by reference to current methods 
of commissions in passing upon the 
reasonableness of rates. One of the 
elements that must be considered in 
measuring the fair value of property 
used and useful in public service is the 
estimated cost of replacing the property 
at spot prices, less accrued deprecia- 
tion. This element of value is de- 
termined by first preparing an inven- 
tory of the property and then applying 
unit prices. This, in itself, demands no 
consideration of how the property was 
financed, whether out of profits, by 
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security issues, or by operating charges. 
Consequently, the greater the weight 
that is attached to reproduction costs, 
the more urgent is the need for public 
control over capital and revenue ex- 
penditures. 

The advantage to a utility of includ- 
ing in its operating expenses items that 
are properly chargeable to fixed capital 
may also be seen from a different angle. 
A utility is entitled to revenue sufficient 
to meet operating expenses, including 
taxes and depreciation, and, as gener- 
ally expressed, a fair return on the 
value of its property. This means that 
every dollar of operating expenses may 
be compensated for out of the charges 
for service, but that only a stipulated 
percentage may be received as a return 
on property. Thus, if 7% is considered 
a fair return, each dollar of operating 
costs has as much weight, in a rate con- 
troversy, as $14 of fixed capital. Be- 
cause of this fact, there is a strong in- 
centive for an enterprise to charge 
against operations outlays which, in 
reality, are incurred in improving its 
plant. 

Prior to the enactment by Congress 
of the Transportation Act of 1920, at- 
tention was focused primarily upon the 
investment in road and equipment of 
steam railroads. The Interstate Com- 
merce Commission classification for 
these carriers was designed to give a 
correct statement of property costs. 
The section in the Transportation Act 
providing for the recapture of earnings 
above a given percentage has shifted 
emphasis to the question of income. In 
an earnings equation, the factor that 
is most within the control of railroad 
management is maintenance costs. 
Revenues depend upon business condi- 
tions. Transportation expense, the 


largest single item of operating costs, 
depends principally upon volume of 


trafic and, therefore, is less subject to 
managerial discretion than other classes 
of expense. A certain amount of main- 
tenance work is essential to high oper- 
ating standards, but whether or not 
standards are to be improved and 
betterments made are problems for di- 
rectors and officers to decide, subject 
to corporate finances and competitive 
conditions. Furthermore, the line be- 
tween maintenance and improvements 
is often so uncertain that, in the absence 
of well-defined rules, much is left to the 
judgment of a company in allocating 
expenditures. 

The extent to which an improper dis- 
tribution of costs will occur may de- 
pend upon the financial position of each 
company. If earnings are small and 
the utility is merely eking out an ex- 
istence, the need for maintaining credit 
will be a sufficient deterrent against 
padding current maintenance and may 
lead to the opposite result. The 
financially strong and prosperous enter- 
prise, however, may find it advanta- 
geous to burden maintenance with capi- 
tal outlays without in any way impair- 
ing its credit. 


Terms of Various Accounting 
Classifications 


The instructions on capital and reve- 
nue expenditures, accompanying the 
fixed capital and operating expense ac- 
counts in uniform classifications of ac- 
counts prescribed by state public service 
commissions, are with few exceptions 
peculiarly inadequate. In no classifica- 
tion is the deficiency more evident than 
in that adopted for electric utilities by 
the National Association of Railroad 
and Utilities Commissioners and by ap- 
proximately half the state commissions. 
If utilities were guided solely by this 
system, they would be free to interpret 
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expenditures in their own way and there 
would not, of necessity, be any uni- 
formity in their practices. The only 
provisions that are even remotely re- 
lated to the problem are the following: 


The foregoing instructions [referring to 
instructions on withdrawals and retirements 
of fixed capital] do not apply to the retirement 
of those minor parts, the charges for replacing 
which are made directly to maintenance ex- 
pense accounts.? 

The term “operating expenses” as used in 
this classification means such expenses as are 
necessary to the maintenance of the corporate 
organization, the rendering of service required 
or authorized by law. . . 2? 

Current maintenance includes such expenses 
necessary to maintain the tangible property in 
a state of operating efficiency as do not result 
in a substantial change of identity in any par- 
ticular unit of property. It includes the cost 
of minor replacements of small parts com- 
monly called the cost of repairs, but it does 
not include the cost of replacing individual 
structures, facilities or units of equipment or 
important sections of continuous structures 
such as electric line. Current maintenance 
costs are chargeable to operating expenses and, 
wherever the word “maintenance” is used in 
the definition of an operating expense account, 
current maintenance is to be understood. The 
cost of replacing the larger units is chargeable 
to fixed capital from which the cost of the 
property replaced must be deducted.* 

The cost of replacing minor parts, which is 
not recorded by any entries in the fixed capital 
accounts and which is commonly called the 
cost of “repairs” or “maintenance” as dis- 
tinguished from the cost of “replacements” of 
larger units, need not be provided for through 
a retirement reserve.* 


The other references are in the individ- 
ual maintenance accounts. 

It is almost inconceivable that one 
of the most vital questions in any classi- 
fication of accounts should have been 
passed with such scanty reference. 





1 National Association of Railroad and Utilities 


Commissioners, Uniform Classification of Accounts 
for Electric Utilities, p. 33. 

2 Ibid., p. 82. 

3 Tbid., p. 83. 


When the so-called “national classifica- 
tion” is contrasted with the more com- 
prehensive classifications of the Federal 
Power Commission and the Public Serv- 
ice Commission of Pennsylvania, one 
must conclude that it is only because of 
inertia that the ‘‘national classification” 
survives. 

The Federal power system divides 
charges to fixed capital into two groups, 
those for additions and those for better- 
ments: 


Additions are additional facilities, such as 
equipment, land, structures, and other tangible 
property; additions to such facilities, such as 
extension of transmission and distribution 
lines, buildings, and other structures; addi- 
tional wires put in the existing transmission 
or distribution system; additional devices ap- 
plied to facilities, such as safety devices applied 
to equipment not previously equipped. . . .§ 


Betterments are improvements of existing 
facilities through the substitution of superior 
parts for inferior parts retired, such as the 
renewing of a tin roof on a building with one 
of copper; the strengthening of bridges or 
other structures by the substitution of heavier 
members; the replacing of parts of machines, 
like runners or buckets on turbines, or bear- 
ings, valves, and other parts of machines, or 
flues of a boiler, etc., with parts taking the 
place of those retired, but of improved or 
superior design or type.° 


It is provided further, under fixed 
capital : 


If the property retired is of minor impor- 
tance, such as a small building or other small 
structure, or unit of equipment, and it is re- 
placed in kind for a like purpose without 
betterment, the cost of the replacement shall 
be charged to the appropriate maintenance ac- 
counts in operating expenses, or to a reserve, 
if a reserve has been created, and no adjust- 
ment made in the fixed capital accounts.’ 

When the renewals to be made to an im- 





4 Tbid., p. 84. 

5 System of Accounts for Licensees under the 
Federal Water Power Act, p. 34, sec. 3, par. (f). 

6 Ibid., p. 34, sec. 3, par. (g). 

7 Ibid., p. 37, sec. 8, par. (b). 


ee ed 


ee 











28 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


portant building or other structure, or to an 
important item of equipment, will constitute 
the major portion of its value when renewed, 
the property, when taken out of service, shall 
be considered as retired and accounted for as 
provided above, and for the purposes of this 
classification the renewed property shall be 
considered as an addition, and the appraised 
cost thereof shall be included in the accounts 
of this classification, consideration being given 
to the second-hand portions remaining therein. 
In no case shall the charge for the renewed 
property exceed the cost (at current market 
prices of labor and material) of new property 
of equal capacity and equal expectation of life 
in service, less a suitable allowance on account 
of the second-hand parts remaining therein.® 


In the Uniform Classification of Ac- 
counts for Electric Companies, pre- 
scribed by the Public Service Commis- 
sion of Pennsylvania, the definitions 
and instructions pertaining to fixed capi- 
tal are similar, in some respects, to 
those in the Federal Power Commis- 
sion system, but the property charges 
are divided into three groups, as 
follows: 


Additions are land, structures, and equip- 
ment added to those in service at the beginning 
of operations and not taking the place of any 
property of like purpose previously held by the 
utility. (Page 43.) 

Betterments are physical changes in struc- 
tures or equipment, the object of which is to 
make the structures or equipment affected 
more useful or of greater capacity than they 
were at the time of their original installation 
or acquisition. The utility shall charge as a 
betterment to the appropriate subaccount of 
“tor. Fixed Capital Installed Since Decem- 
ber 31, 1918” account that portion of the cost 
of such changes as will, when added to the 
original cost of the structures or equipment 
bettered, give the cost of the structures or 
equipment in their bettered condition. (Page 
43.) 

Replacements are those installments of fixed 
capital in which one structure or unit of equip- 
ment is substituted for another which has 
become exhausted or inadequate in service, 
the substitute having substantially no greater 
capacity than the property replaced; also the 
extensions of life period of franchises, patents, 
and other fixed capital. (Page 43.) 


In every replacement the cost of fixed capi- 
tal retired shall be credited to the fixed capital 
accounts in which it is carried, and the cost 
of the fixed capital installed in place of 
fixed capital so retired shall be charged to 
the appropriate subaccounts of “ror. Fixed 
capital Installed Since December 31, 1918” 
account. (Page 43.) 


The provisions of the Federal Power 
and Pennsylvania classifications have 
been cited at length because they are 
representative of the better systems 
and, in fact, superior to the majority in 
operation today. Having before us the 
definitions of additions, betterments, 
and replacements, we can examine their 
meaning and scope with a view to de- 
termining in what manner and to what 
extent they meet the problems of fixed 
capital accounting. Later, we shall 
consider the provisions covering the 
subject of maintenance. 


Additions 


The definitions of additions are 
ample for most purposes and in sub- 
stance refer to the acquisition or instal- 
lation, for utility use, of property not 
previously existing or held by the corp- 
oration, or not taking the place of like 
property, when the new property has 
an expectation of life in service of more 
than one year from the date of installa- 
tion in service. One class of work fre- 
quently encountered in connection with 
additions is covered only indirectly by 


the instructions. Where an extension is - 


made to a building, as the construction 
of a wing, usually the removal of the 
wall at the juncture of the old and new 
structures creates a problem. Should 
the cost of razing this wall be capital- 
ized, be charged against the deprecia- 
tion reserve, or be treated as an operat- 
ing expense? Should the original cost 





8 Ibid., p. 37, sec. 8, par. (a). 
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of the wall be charged against the de- 
preciation reserve or against revenue? 
The answers to these questions are of 
far-reaching importance, as_ similar 
problems arise in other forms. With 
respect to the first query, the Federal 
Power classification provides that “the 
cost of removing old foundations” in 
connection with additions and _ better- 
ments “shall be charged to the appro- 
priate operating expense accounts.’’® 
But account ‘“‘241. Depreciation Re- 
serve’ provides that the cost of de- 
molishing property retired shall be 
charged to the reserve, and according 
to the fixed capital instructions, Section 
8, this method is followed whether the 
property is replaced or not. It would 
appear from this language that the two 
sections of the classification are contra- 
dictory. 

If we attempt to argue the question 
on its merits, we find two conflicting 
points of view, neither of which would 
point to the disposal of the removal 
cost as an operating expense. As the 
demolition expenditure was incurred di- 
rectly in the construction of an addi- 
tional building or wing, it might be as- 
sociated with the cost of this structure 
or with the enlarged facility as a whole. 
But we at once encounter the other 
phase of the entire operation—that the 
cost of removing the old wall might ac- 
company the final treatment of the orig- 
inal cost of the wall itself. When a 
unit or major part of a unit of property 
is retired from service, the original cost 
is credited to fixed capital, and either 
the amount accrued in the depreciation 
reserve for such property or its original 
cost, less salvage value, is charged to 
the reserve. Without further com- 
ment, it may be said that the cost of 
fixed capital to be provided for in the 
depreciation reserve should be the com- 


® Ibid., p. 38, sec. 13. 


plete cost of the property, exclusive of 
maintenance and operation, from the 
date of acquisition and installation to 
the time of its final removal. There- 
fore, provision must be made for the 
estimated cost of removing the property 
at the time of its retirement from serv- 
ice. By the application of this prin- 
ciple, the removal of the wall is linked 
with the accounting disposal of the wall 
itself, and as the cost of the latter 
should be charged against the deprecia- 
tion reserve, so should the expenditures 
in removing the wall. As a result of 
this method, the accounts will reflect 
the cost of a structure or facility as it 
exists at any particular time or the cost 
that would have been incurred had the 
property been constructed and com- 
pleted in its present condition without 
change or modification. If, in building 
an addition to a structure, a part of the 
original wall is removed, it disappears 
from the scene and its cost and the cost 
of removal should not appear in the 
cost of the building as enlarged. Any 
original expenditures or those in connec- 
tion with additions that do not reflect 
the cost of a structure as it stands 
should be eliminated from fixed capital. 

A distinction might be made between 
removal costs when a retired unit or 
part is replaced and when a replacement 
is not effected. This, however, would 
lead to endless confusion because of the 
frequent difficulty in deciding whether 
or not there has been a replacement. A 
safe and workable rule would be to 
allow the cost of a removal to follow 
the allocation of the cost of the unit or 
major part retired; if the latter is 
not cleared from fixed capital, the re- 
moval cost would accompany the charge 
for the new work. As a corollary, re- 
moval costs in connection with main- 
tenance should be charged against cur- 
rent operations. 
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The assumption has been made that 
the amount carried in the buildings ac- 
count for the wall demolished should 
be credited to that account and a charge 
made to reserve for depreciation. This 
assumption is predicated upon two facts, 
first, that the wall is a major part of 
the building as a unit, and, second, that 
its removal has occurred in conjunction 
with a building addition that increases 
the capacity of the structure as a whole. 
An analogy is found in the removal of 
a building roof to make way for the con- 
struction of additional stories, the foun- 
dation and existing walls being ade- 
quate to support the addition. In this 
case, a new roof of like kind may cover 
the heightened structure, but the roof 
is a major part, and the destruction of 
the old and the building of the new does 
not happen in the course of current 
operations or in maintaining service- 
ability. 

Betterments 


An addition is something that can be 
measured physically and readily identi- 
fied, but many complications arise in as- 
certaining when a betterment, as dis- 
tinguished from a repair, is made. 
When the definitions of betterments in 
the Federal and Pennsylvania classifica- 
tions are considered jointly, a fairly 
complete explanation is found. The 
Pennsylvania classification presents a 
definition in the abstract and the Fed- 
eral gives several illustrations to indi- 
cate when a betterment occurs. The 
fundamental difference between the two 
is that the former makes no reference 
to parts but the latter defines better- 
ments as “improvements of existing 
facilities through the substitution of 
superior parts for inferior parts re- 
es 

The two perplexing questions are: 
What constitutes a part, as distin- 


guished from a unit, the betterment of 
which may be capitalized? What are 
the tests of increased usefulness, greater 
capacity, or superiority? In definitions 
of betterments and maintenance, the 
words “units” and “parts” are empha- 
sized as means of identifying expendi- 
tures. An attempt to define a part in 
a way that would be of service in draw- 
ing a line of demarcation between im- 
provements and _ repairs contributes 
little or nothing to a solution of the 
problem. Literally, it is a certain por- 
tion or fraction of a thing, but this con- 
veys no idea concerning property 
charges. An accurate and consistent 
distinction, in the abstract, between 
units and parts is difficult of attainment. 
If it were a matter of physical structure, 
a certain piece or body of material 
would always be the same, but this 
would not hold. 

In passing upon an expenditure for 
the purpose of deciding whether it is 
a betterment or a repair, several tests 
may be applied, one or all of which 
might indicate the allocation of the 
item. Does the expenditure— 

1. Prolong the life of (a) the part affected, 
or (b) the unit of which the part is a 
component ? 

2. Increase the capacity of the unit by 
adding to its strength or carrying 
capacity ? 

3. Increase unit output in a given time? 

4. Lower the unit cost of production? 

5. Decrease future maintenance expense? 

It is generally conceded that if an ex- 
penditure prolongs the duration of a 
unit beyond its originally estimated life, 
it is a betterment. But the life of prop- 
erty is not the sole, or the most essen- 
tial, criterion of its value. Other fac- 
tors are productive capacity and costs 
of operation. If a part is replaced by 
one that gives a machine a larger pro- 
ductive capacity over its service life or 
that reduces unit costs, there has been 
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an addition to value that may be capi- 
talized. 

According to the Federal Power 
classification, if a tin roof is replaced 
with one of copper, there is a property 
betterment. The life of the roof is in- 
creased but not the life of the building, 
and there is no change in usefulness, ca- 
pacity, or output. The improvement 
results from two conditions: (1) a 
longer life for a copper roof than for 
one of tin, and (2) a saving in future 
maintenance cost. The next problem is 
to measure the extent of the betterment. 
By customary accounting procedure, if 
a new tin roof of no better quality of 
tin is attached, the cost of renewing the 
worn-out covering and the labor and 
material cost of the renewal are treated 
as a repair expense, even though prices 
are higher than at the time the original 
roof was installed. Any betterment is 
a product of the superior material used 
and does not take place by reason of 
any change in cost of material or labor, 
and it reasonably follows, by the accept- 
ance of this method, that the addition 
to fixed capital is the excess cost of the 
better material used in the renewal. 

The same classification contains an 
instruction on this point that is open to 
serious doubt. At page 34, section 3, 
paragraph (g), it is stipulated that 
“The cost chargeable to fixed capital 
accounts of this system of accounts is 
the excess cost of the new parts in- 
stalled over the cost at current prices of 
new parts of the kind retired.” 
(Italics mine.) Thus, the charge or 
credit to fixed capital is based upon cur- 
rent prices of both the old and the new. 
An examination of the following hypo- 
thetical figures shows conclusively that 
an improvement accompanying a re- 
newal and involving a change in ledger 
values should be in relation to the 
actual cost of the property retired and 


the expenditures for the new property, 
and that the addition to fixed capital 
should be the excess: cost of the im- 
proved parts over the original cost of 
the parts retired. The amounts given 
below represent material prices only. 














Present Costs AmMounrTiIN Fixep CaPITAL 
Original 
Cost Same Better Federal As It 
Material Material | Classification] Should Be 
100 125 150 125 150 
100 75 90 115 90 
100 75 110 135 110 

















By the application of the Federal 
Power rule in this illustrative case, the 
material element in the property ac- 
count is not always carried at the actual 
investment in the material, and, if re- 
placement prices are less than at the 
time of original construction or installa- 
tion, the ledger value will be in excess 
of either original or replacement cost. 
On the other hand, a proper computa- 
tion of the betterment causes fixed capi- 
tal to reflect at all times the actual in- 
vestment in the new materials or parts. 
Consequently, the attachment of the 
copper roof would be divided between 
the charge to a plant account for the 
added material cost and the charge 
against current operations for an 
amount equal to the cost of the old roof 
together with the labor cost in installing 
the new copper roof and the expense of 
removing the old. Salvage would re- 
duce the expense charge. According to 
this procedure, there would be no 
charge to the depreciation reserve for 
the original cost of the roof removed. 

A fundamentally different course 
might be pursued. If the roof covering 
were considered a distinct structural ele- 
ment of the entire building, the orig- 
inal cost would be cleared from fixed 
capital and the reserve for depreciation 
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charged with the amount accrued for 
the roof, in the case of unit deprecia- 
tion, or, in the case of group or com- 
posite plant depreciation, with the 
whole initial cost. The reserve would 
be charged also with the removal cost 
and credited with salvage. In this case, 
the scrapping of the old roof and the 
installation of the new would be two 
separate operations. The addition to 
fixed capital would be the excess of ma- 
terial and labor costs in installing the 
copper roof over the initial material 
and labor costs of the tin roof. 

By the first course, the property 
would be enhanced only by the increase 
in material. By the second method, a 
renewal of a tin roof with one of like 
kind would be treated the same way 
and would constitute an addition to the 
book value of property to the extent of 
any increase in commodity and labor 
prices. Of the two methods, the first 
appears to be more widely employed 
and, in a period of rising prices, leads 
to a smaller addition to capital. The 
second, however, possesses the advan- 
tage of showing the various operations 
more clearly in fixed capital accounts. 
If the second course is followed, the 
depreciation reserve must provide for 
renewals of roofs and similar structural 
elements. 

One of the tests of a betterment, 
listed above, is a saving in maintenance 
expense as a component of operating 
costs, and this was an important factor 
in making the copper roof an improve- 
ment. The refinishing of a trolley car 
with a quality of paint that is superior 
to any previously known might bring 
a saving in maintenance to compensate 
for added cost. Analogous to the case 
of a building with a copper roof, there 
is no extension of life of the structure 
or unit of equipment as a whole, neither 
is there any change in capacity or serv- 


iceability. In contrast, however, the 
paint on a car could not be viewed as a 
structural element, and, considering all 
the car painting operations of a com- 
pany, refinishing will take place at a 
uniform rate with an equalization of 
annual expenditures. 

In the Interstate Commerce Com- 
mission Classification of Accounts for 
Steam Roads, now effective, it is pro- 
vided, in the instructions pertaining to 
Road and Equipment accounts, that cer- 
tain costs in connection with additions 
and betterments are to be charged as 
operating expenses. 


The cost of removing old material from 
equipment, and from _ buildings, — bridges, 
wharves, tracks, and other fixed improve- 
ments, shall be charged to the appropriate 
operating expense accounts. Such charges 
shall include the cost of removing old foun- 
dations and filling old excavations, and re- 
storing condition of grounds after addition 
and betterment work; rearranging or relocat- 
ing existing tracks; relocating telegraph and 
telephone poles or lines, fences, track and 
other signals, buildings, bridges, trestles, cul- 
verts, and other structures, and farm and 
highway crossings, including crossing gates 
and alarms, when the provisions of Section 8 
of these instructions are not applicable; and 
maintaining or protecting traffic during the 
progress of addition and betterment work, in- 
cluding the cost of constructing, maintaining, 
and removing temporary tracks required for 
maintaining traffic during the progress of the 
work,”° 


The ‘Tentative Accounting Rules 
for Steam Roads, Draft of October, 
1926,” contained this section in sub- 
stantially unmodified form, but it is 
omitted in the ‘“Tentative Classification 
of Investment in Road and Equipment 
of Steam Roads, Draft of April 26, 
1927,” and reference is made to only 
one class of expenditures cited. In Sec- 
tion 6, covering Property Changes, “the 
cost of removing the foundations and 





10 General Instructions, sec. 12, p. 14. 
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filling excavations of buildings re- 
moved” is chargeable to depreciation 
reserve. This is a desirable reversal of 
practice. It may be almost a post- 
mortem observation, but there has been 
little, if any, merit in dissociating any 
class of work from its purpose, which, 
with respect to Section 12 of the present 
classification, is to contribute to an addi- 
tion, betterment, or replacement, as is 
specifically recognized in the title to the 
section, “Expenses in Connection with 
Additions and Betterments.” 

There may be some objection to 
charging to a building account the cost 
of “restoring condition of grounds 
after addition and betterment work,” 
but this might be avoided by the use of 
an account ‘Improvements to Grounds.” 
Certainly there is no relation between 
restoring the condition of grounds and 
the expense of current operations. If 
the costs of “shifting existing tracks; 
relocating telegraph and_ telephone 
poles or lines, fences, track and other 
signals, buildings, bridges, trestles, cul- 
verts and other structures,” and so 
forth, are to be charged against reve- 
nue, the carrier or utility may, in per- 
iods of prosperity, add to the service- 
ability of its property, increase the 
speed of trains, permanently reduce 
operating costs, experience no periodi- 
cally recurring expenses for the same 
work, and accomplish these economies 
and betterments by direct charges 
against the public. The potency of this 
method for eliminating curves is evi- 
dent. 


Relocation of Property 


A common experience for most utili- 
ties is the relocation of facilities such as 
shop machinery, power house equip- 
ment, transmission and_ distribution 
lines, tracks, and telephone and tele- 


graph lines. The foregoing section of 
the Interstate Commerce Commission 
classification specifically provides that 
the cost of such work shall be charged 
against current operations. Unfortu- 
nately, in reviewing classifications, we 
cannot always satisfy our curiosity to 
know the reasons that prompted a gov- 
ernment agency to prescribe a certain 
method. A few illustrations, however, 
may serve to test the logic and the prac- 
ticability of treating such expenditures 
as operating charges. 

In order to meet an increasing power 
demand, an electric utility finds it neces- 
sary to increase the size of its power 
plant building. At the completion of 
this work, an additional prime mover, 
generator, and auxiliary equipment are 
installed; but in order to provide suffi- 
cient space and to have the most ad- 
vantageous arrangement of facilities, 
some of the existing equipment must be 
relocated. How should the costs in- 
curred in the rearrangment be charged? 
In a case of this kind, two distinct steps 
are found; first, the removal of the 
equipment to a new position, and, 
second, the tearing out of the old foun- 
dation and the construction of the new. 
Every item of cost incurred in this oper- 
ation as a whole is in connection with a 
plant addition and results directly from 
the enlargement of the generating sta- 
tion. There is not the remotest rela- 
tion between this work and the opera- 
tion and maintenance of the engines and 
generators after they are installed. If 
engine foundations must be removed, 
the entire original cost of the founda- 
tion must be credited to fixed capital 
and simultaneously charged, in whole 
or in part, to depreciation reserve. The 
cost of tearing out the foundation must 
likewise be charged to the reserve. 
The expenditures for new foundations 
and the labor and other expenses in 
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moving and setting the equipment are 
carried to fixed capital. 

Now, is it essential that the station 
building be enlarged in order to justify 
this treatment of the costs of relocating 
equipment? Let it be assumed that the 
building is sufficiently large to house ad- 
ditional units provided the existing ones 
are rearranged. Identically the same 
problems arise, and the fact that a struc- 
ture is not increased in size does not 
demand a different solution of the ac- 
counting questions. 

As the next step, we may consider a 
station that is not to be increased in 
size either by the construction of a 
building addition or by the installation 
of additional equipment. The only 
change is to be a relocation of existing 
facilities. The obvious question must 
be, Why should a company undergo 
such expense? The answer, even more 
obvious, is to effect some economy in 
operation or to gain some advantage 
that will compensate for the expense in- 
curred. To determine whether or not 
the cost is self-compensating, there 
must be a comparison of operating sav- 
ings with charges on the funds ex- 
pended, allowance being made for the 
estimated period over which the savings 
will accrue. If this comparison indi- 
cates that the change is financially ex- 
pedient, charges must be made as in the 
first and second cases. If the test of 
capitalizing such costs is an addition to 
the value of the plant and if earnings 
are an index of value, then anything 
that reduces the operating ratio, assum- 
ing no offsetting increase in fixed 
charges, adds to value. 

Conditions sometimes arise that 
force a utility to move property at an 
expense that perhaps cannot be paid by 
a saving in future operating costs or by 
an increase in revenue. Such a condi- 
tion is found in a municipal ordinance 


requiring a utility to place its overhead 
lines underground or compelling a 
street railway company to move its 
tracks from the side to the center of a 
road. The latter condition has been 
specifically ruled upon by the Interstate 
Commerce Commission. In Account- 
ing Bulletin No. 9, “Decisions upon 
Questions Raised under the Uniform 
System of Accounts for Electric Rail- 
ways,” Case 263, it is provided that: 


If no additions or betterments were made 
in connection with the transfer of the track 
from the side to the center of the road, the 
expense incurred in connection with this re- 
moval shall be charged to Operating Ex- 
penses. 


This decision was rendered prior to 
1915 when, as previously discussed, 
there was a general effort to prevent an 
inflation of property accounts. If the 
ruling was not inspired by fear of such 
manipulation, it is at least insupport- 
able today. To charge against opera- 
tion the cost of moving a large section 
of track might seriously distort ex- 
penses and unduly weaken the operating 
statement for the current period. This 
alone justifies a reconsideration of the 
prescribed method, but there is another 
significant element in the question. The 
tracks were doubtless ordered moved 
as a part of a program of municipal im- 
provement to which the street railway 
was called upon to make its contribu- 
tion and in which it would share along 
with the community as a whole. 


Rehabilitating Purchased Property 


Fixed capital expenditures that may 
be placed in a distinct category are 
those necessary to rehabilitate, and put 
in efficient operating condition, second- 
hand purchased property. No pro- 
vision is found in the National Associa- 
tion electric classification for this im- 
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portant question; but, in sharp contrast, 
the classifications of the Interstate Com- 
merce Commission and the Federal 
Power Commission meet the problem 
and leave little room for individual 
opinion. If such work is necessitated 
by conditions inherent in the assets at 
the time of acquisition, the cost must be 
capitalized, even though the same oper- 
ations might ordinarily be classified as 
repairs. It is reasonable to assume that 
allowance was made in the exchange 
price for the deterioration. Therefore, 
the cost of rehabilitation is an addition 
to the cost of the property. This prob- 
lem sometimes calls for penetrating 
analysis. An operating unit might be 
acquired and continued in use several 
months before overhauling is under- 
taken, and it might be inferred that 
because the expenditures would cus- 
tomarily be treated as maintenance ex- 
penses, they should be in the case at 
issue. Manifestly, this opens the way 
to arbitrary judgment, but a study of 
the particular work and the frequency 
with which certain repairs are made 
would disclose the actual facts. As an 
example, if a utility acquires a generat- 
ing station that has been operated for 
a period of years and finds it necessary 
to install new sets of boiler tubes, the 
expenditures must be charged to boiler 
plant equipment. When the old tubes 
are removed, fixed capital is credited 
with their salvage value and not with 
their original cost to the vendor com- 
pany because, presumably, in the sale 
of the plant allowance was made for 
the deterioration of tubes. 


Replacements 


It is interesting to observe that the 
Federal Power classification, in con- 
trast with the electric classification of 
the Pennsylvania Commission, contains 


no definition of a replacement. The 
only apparent need for this definition 
is to distinguish the replacement of a 
unit from the renewal of a minor part, 
whence arises the troublesome problem 
of what constitutes a part as distin- 
guished from a unit. By the terms of 
the Pennsylvania classification, a re- 
placement is the substitution of one 
structure or unit of equipment ‘‘for an- 
other which has become exhausted or 
inadequate in service, the substitute 
having substantially no greater capacity 
than the property replaced.” A better- 
ment frequently accompanies a replace- 
ment, but even though the former does 
not occur, the accounting procedure is 
identical. When a unit of property is 
retired from service, the original cost is 
credited to fixed capital and the depre- 
ciation reserve charged with all or part 
of such cost. At the installation of the 
new unit, fixed capital is charged with 
its actual cost. Thus it is seen that the 
replacement, or the replacement and 
betterment, can be divided into two 
steps; first, the removal of the old unit, 
and, second, the installation of the new. 
This process does not necessitate a defi- 
nition of replacements. 

In the Interstate Commerce Commis- 
sion classifications for steam roads and 
electric railways one finds certain pro- 
visions with respect to property retired 
and replaced and property retired and 
not replaced that have been the source 
of heated controversy. In both cases, 
the original cost of the retired property 
is credited to fixed capital; but when 
there is a replacement, the excess of 
original cost plus the cost of removal 
less salvage over the amount of depre- 
ciation that has been accrued on the 
property is charged to the operating ex- 
pense account appropriate for the cost 
of repairing the property retired. On 
the other hand, if the property is not 
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replaced, the excess is charged to profit 
and loss (surplus). In order to avoid a 
distortion of operating expenses, it is 
provided that relatively large items 
may, if so authorized by the Commis- 
sion, be charged to a suspense account, 
“Property Abandoned Chargeable to 
Operating Expenses,” and be written 
off over the future. By this process, 
future patrons pay not only the depreci- 
ation on property used in their service 
but also a part of the cost of property 
abandoned in the past. 

What constitutes a replacement of 
property retired is a question that leads 
to a wide divergence of opinion and, in 
recorded cases, to rather grotésque 
views. Several years ago, in a street 
railway rate inquiry, it was contended 
that where a section of track was taken 
up in the southern end of the city and 
another section built in the northern 
end, the piece built in the north was an 
actual replacement of the piece taken 
up in the south because of changed 
operating conditions. The circum- 
stances under which this would occur 
were not volunteered, and enlighten- 
ment was not sought by the protestant. 
By the same reasoning, it might be 
argued that if a building in the north- 
ern section of the city were abandoned 
or demolished and another constructed 
in the southern section for the same pur- 
pose, the new building replaced the old 
and the cost thereof should be charged 
as an operating expense. By what flight 
of the imagination these changes could 
be interpreted as renewals is difficult to 
conceive, but the procedure lends itself 
easily to the creation of secret reserves. 
There appeared to be no consideration 
of price changes nor of the possibility 
that during the period of time elapsing 
between the construction of the old and 
of the new track or building, labor and 
commodity costs might have changed 


materially. The same carrier insisted 
that if it were to replace cars substan- 
tially in kind, the entire cost of the new 
cars should be charged as an operating 
expense, allowance being made for salv- 
age on the old units. In fact, the wit- 
ness for the company went a step 
further and testified that the company 
might set up a depreciation reserve for 
cars and if the cars were renewed in 
kind, the entire cost of the new cars 
might be charged to maintenance. It 
must be pointed out that he discussed 
this solely as an academic question but 
only because, in the experience of his 
company, cars were not renewed in 
kind. Nevertheless, the principle was 
clearly enunciated and, if allowed to 
stand, opens the way to serious abuse. 

Theoretically, according to this doc- 
trine, a utility might entirely replace all 
its track, structures, and equipment dur- 
ing a period of rising prices and not 
change its property accounts but place 
the entire charge against its patrons at 
the time of the renewals. Conse- 
quently, from the standpoint of actual 
cost, the same property might increase 
100% but the increase would not be re- 
flected in the accounts. When we con- 
sider the weight that is attached to re- 
production cost in current value-finding 
for rate purposes, this accounting prac- 
tice has added significance. During the 
period from 1913 to 1923, a utility 
might have replaced in kind a large 
part of its plant by direct charges to 
operations. In 1924 an appraisal at re- 
production cost would have shown a 
substantial increment over book cost, 
and if reproduction cost were given 
major weight the company would, for 
all practical purposes, have the benefit 
of the advances in prices after having 
saddled the increase on the public as an 
operating expense. If depreciation has 
been accrued on the property replaced 








Te ee oe a 





all 


ity 





CAPITAL AND MAINTENANCE EXPENDITURES 37 


in kind, there is a rare combination of 
operating costs imposed directly on the 
rate-payer: (1) current maintenance or 
repairs; (2) depreciation to provide 
for retirement; and (3) the cost of new 
property to take the place of the old. 
A fourth item, to be mentioned in re- 
view, is a return on an increment in 
value resulting from an increase in com- 
modity and labor prices. 

Obviously, this method offers great 
possibilities for a prosperous utility that 
is seeking to present a moderate show- 
ing of profits in order to increase its 
rates for service or prevent any inroads 
on its effective rate schedule. The only 
limit is a statement of earnings that 
supports the market for securities and 
that enables the utility to obtain funds 
on reasonable terms. 

In the street railway case referred to, 
the state commission, in its majority 
report, made no criticism of the com- 
pany’s practice and apparently accepted 
it as sound and in harmony with the 
commission’s classification. The blind- 
ness of regulatory bodies to accounting 
aberrations that obscure facts and jeop- 
ardize public interests indicates a fail- 
ure to perform those functions for 
which such bodies were constituted. 

By a reasonable interpretation of 
the Interstate Commerce Commission 
classifications, a replacement of prop- 
erty requires, first, a credit to fixed 
capital for the retired property and, 
second, a charge to the appropriate 
plant account for the new installation. 
According to present and proposed 
rules, if retired property is not replaced, 
the excess of ledger value over the 
amount of depreciation accrued on the 
particular property (ignoring removal 
costs and salvage) is charged to profit 
and loss (surplus); but, if there is a 
replacement, the excess is charged to 
operating expense. Whether or not re- 


tired property is replaced is not ma- 
terial to accounting procedure. The 
two steps, the retirement and the new 
installation, must be kept distinct and 
the entries placed on the same basis 
irrespective of renewals. This would 
eliminate the question of when a re- 
placement is made and would place the 
classification in agreement with the 
Commission’s Order No. 15,100, ‘‘De- 
preciation Charges of Steam Railroad 
Companies.” 


Maintenance 


Two approaches to an understanding 
of maintenance are embodied in the 
Federal Power and Pennsylvania classi- 
fications. The Federal system states: 


“Maintenance” includes such expenses 
necessary to maintain the tangible property 
in a state of operating efficiency as do not re- 
sult in a substantial change of identity in any 
particular unit of property. It includes the 
ordinary current daily, weekly, or monthly 
repairs, renewals, or replacements of parts of 
identifiable units of physical property or of 
continuous structures necessary to be made 
to keep the plant in current operating condi- 
tion, such as those due to minor accidents, 
breakage, wearing out of small appliances or 
parts thereof, and the cost of tests or inspec- 
tions to determine whether repairs, renewals, 
adjustments, etc., are necessary; also the cost 
of restoring to an efficient and proper condi- 
tion buildings, structures, or other units of 
property which have deteriorated or which 
have been damaged by storms, floods, fire, or 
other casualties, and of recovering salvage and 
removing retired or abandoned property when 
such costs are not provided for by insurance 
or the depreciation reserve or other reserves. 
It does not include the cost of replacing struc- 
tures, facilities, or units of equipment or im- 
portant sections of continuous structures 
which have been retired from service. The 
cost of such replacements is chargeable to 
fixed capital account.” 


From one point of view, a repair is a 
replacement of minor parts or an altera- 





11 System of Accounts for Licensees under the 
Federal Water Power Act, p. 95, sec. 2, par. (g). 
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tion that does not produce a change in 
identity of structures or equipment. 
The difficulty, however, of differentiat- 
ing between parts and units has already 
been referred to and weakens this ap- 
proach to a definition. The use of these 
terms in the abstract does not satisfy 
the practical need of identifying par- 
ticular items as parts or units and, fur- 
thermore, does not indicate when a part 
is of such minor kind that its renewal 
is a maintenance charge. If a distinc- 
tion in expenditures is to be made in 
this manner, there must be complete 
specifications pertaining to the various 
classes and components of property. 
Without the guidance of common stan- 
dards, each accountant and engineer will 
place his own interpretation on re- 
newals. 

The substance of a repair is that it 
is employed to maintain a certain state 
of operating efficiency and serviceability 
without changing the identity of prop- 
erty, increasing its capacity, or prolong- 
ing its life beyond normal life expect- 
ancy. This means that, at the outset, 
there must be an understanding of nor- 
mal use and expected life of property. 
If an expenditure increases efficiency or 
prolongs life, it is an improvement and 
must be charged as such. Repairs are 
usually made at frequent intervals and 
at a uniform rate, but when they occur 
at comparatively long periods of time 
and involve large sums, there must be 
special provision for the work. 

In Regulations 69 of the United 
States Treasury Department, relating 
to Federal income taxes, it is provided :!” 


The cost of incidental repairs which neither 
materially add to the value of the property 
nor appreciably prolong its life, but keep it in 
an ordinarily efficient operating condition, 
may be deducted as expense, provided the 
plant or property account is not increased by 
the amount of such expenditures. Repairs 
in the nature of replacements, to the extent 


that they arrest deterioration and appreciably 
prolong the life of the property, should be 
charged against the depreciation reserve if 
such account is kept. 


Here, the prevailing thought with re- 
spect to a repair is that it keeps prop- 
erty in an ordinarily efficient operating 
condition without materially adding to 
its value or appreciably prolonging its 
life. 

Various working rules have been de- 
vised for identifying repairs. Some- 
times it is stipulated that a certain 
amount (as $200) shall be the mini- 
mum charge to fixed capital. Another 
provision is that if the cost of the parts 
renewed is a certain percentage of the 
cost of the unit, the renewal is to be 
considered a property charge. A weak- 
ness of the latter test is that the re- 
construction of a machine might be sub- 
divided into a number of repair job 
orders for the purpose of keeping with- 
in the allowances for expense charges. 

One of the most comprehensive sets 
of rules governing renewals is that of 
the Board of Supervising Engineers for 
the traction companies of Chicago.!% 
These rules specifically define the 
charges to capital and to maintenance 
according to various classes of property 
and the components of each class. But, 
in spite of these instructions, the alloca- 
tion of certain expenditures must be 
passed upon by the Board at the time 
application for work is submitted by 
companies. 


Equalization of Maintenance Expenses 


Industries should avoid, by the use 
of provision and reserve accounts, vio- 
lent fluctuations in repair charges due 
to abnormal work or conditions that 





2 Art. 104, p. 41. 
13 “Renewals as Defined by Board of Supervising 
Engineers, Chicago Traction.” 
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arise at irregular intervals. Certain 
electric railways whose maintenance is 
somewhat seasonal have _ equalized 
maintenance costs over the twelve 
months of the year. This is specifi- 
cally provided for in the Interstate 
Commerce Commission classifications 
for steam roads and electric railways 
by the use of “Equalization” expense 
accounts for way and structure, rolling 
stock, power equipment, and certain 
transportation items.‘ The method is 
to pro-rate equally, or on some equitable 
basis, over the months of the year the 
estimated cost of maintenance for the 
year. In case the expenditures of one 
month are less than the monthly al- 
lowance, an account, ‘‘Equalization,”’ is 
charged and a balance sheet account, 
“Equalization Reserve,” credited with 
the difference. On the other hand, 
when actual repair outlays exceed the 
monthly allowance, the excess is cred- 
ited to “Equalization” and charged to 
“Equalization Reserve.” By this pro- 
cedure, the individual maintenance ac- 
counts are always charged with the 
actual expenditures, but the total main- 
tenance costs are uniform from month 
to month throughout the year, allow- 
ance sometimes being made for the 
number of week days, Sundays, and 
holidays in each month. At the close 
of the year, the balance in the “Equali- 
zation Reserve’ account is ‘“‘extin- 
guished through the equalization ac- 
counts in operating expenses in the 
accounts of the month of December.” 

The Classification of Accounts for 
Electric Railways, which became effec- 
tive July 1, 1914, stipulates that ‘“The 
account ‘Equalization Reserve’ shall be 





14See “Tentative Revised Classification of Ac- 
counts for Steam Roads.” Operating Expenses, 
General Instructions, sec. 18, and accounts 249, 329, 
417, 444, and 456; also Balance Sheet account 775. 
See also the effective Classification of Accounts for 
Electric Railways. 


cleared annually unless at the end of 
the year there remains a credit balance 
due to the non-completion of mainte- 
nance work because of adverse labor 
conditions, non-receipt of material, or 
similar reasons, in which case such part 
of the balance as is applicable to un- 
finished work may be carried over to 
the following year.” The proposed 
classification for steam roads requires 
that “All equalization reserve accounts 
shall be cleared at the close of the year 
through the accounts used in creating 
the reserves,” and allows no alternative 
as to closing the account. 

One of the largest metropolitan 
street railway companies in the country 
elaborated on the Interstate Commerce 
Commission plan and advanced it sev- 
eral steps by combining the allowance 
for depreciation with that for repairs 
for the purpose of equalizing, over a 
period of years, maintenance expenses 
for way and structures, rolling stock, 
and power equipment. The first step 
was to estimate the annual requirements 
for maintenance, retirements, and de- 
preciation of the three classes of prop- 
erty and to appropriate the estimated 
requirements as a part of a budget pro- 
gram. The allowance for each class of 
assets was next distributed equitably 
over the twelve months of the year and, 
if the actual expenditures of any month 
exceeded the allowance for that period, 
an account ‘“‘Equalization Reserve” was 
charged. Vice versa, if the allowance 
exceeded the expenditures, the reserve 
was credited. At the close of the year, 
a credit balance in “Equalization Re- 
serve’ was transferred to the balance 
sheet account ‘‘Accrued Depreciation— 
Road and Equipment” to provide for 
future retirements of property. With 
the exception of a uniform charge for 
certain cars under a car trust certificate 
indenture, the credit balance in the 
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equalization reserve, transferred to de- 
preciation reserve, became the measure 
of book depreciation for the year. If, 
as actually occurred during two years, 
the expenditures exceeded the annual 
appropriation for maintenance, retire- 
ments, and depreciation, the excess, 
represented by a debit balance in the 
equalization reserve, was charged to 
“Accrued Depreciation— Road and 
Equipment.” By pursuing this plan, 
the annual cost of maintenance and de- 
preciation of way and structures, rolling 
stock, and power equipment was kept 
uniform, and any shortage in the appro- 
priation was absorbed through the de- 
preciation reserve. 

It is interesting to note the influence 
of this method on charges for capital 
and revenue expenditures. Assuming 
that an outlay was erroneously charged 
to maintenance, the credit at the close 
of the year to depreciation reserve 
would be decreased correspondingly. 
Consequently, if the reserve were ac- 
cepted as the measure of depreciation 
and deducted from fixed capital, the 
deduction would be less than if the 
expenditure had been capitalized. Yet 
if the charge had been properly made 
to fixed capital, there would have been 
an equal increase in the reserve, and the 
depreciated book value would have 
been the same by either method. But 
the significant fact about the erroneous 
entry is that if the expenditure is treated 
as a direct charge against the public, 
there is an overstatement of expenses, 
and the net amount of property (cost 
less accrued depreciation) is no less 
than it otherwise would be. On the 
other hand, if a repair charge were cap- 
italized, the appropriation for deprecia- 
tion would be increased and, in case the 
fixed capital charge were for a renewal, 
the reserve would be compensated in 
whole, in part, or for more than the 


retirement charge. This would give 
the appearance of a larger annual re- 
quirement for depreciation but might 
lead to a larger accumulation in the re- 
serve than the utility would desire to 
show. The prosperous company would 
prefer to show higher maintenance ex- 
pense as an indication of a high state 
of upkeep, as conservatism in making 
plant charges, and as a means of hold- 
ing down its statement of profits and 
forestalling agitation for a rate reduc- 
tion. 

A comprehensive consideration of 
depreciation is beyond the scope of this 
paper, but it is so inseparably related to 
maintenance that the two cannot be 
entirely dissociated. There is nothing 
unique about a joint treatment of these 
elements, and the possibility of equal- 
izing expenses is a cogent argument in 
support of any accounting procedure 
that accomplishes this result. Deprecia- 
tion.and repairs may be viewed as two 
phases of the single problem of pro- 
rating over useful life the expense of 
property on which these operating costs 
are incurred. Depreciation, like cur- 
rent upkeep, is a cost of possessing and 
using facilities. The former maintains 
investment and the latter serviceability, 
but both contribute to the maintenance 
of operations. 

Although depreciation rules and rates 
cannot be established without reference 
to maintenance policies and even though 
equalization of costs is desirable, the 
latter is not to be accomplished by a 
sacrifice of fundamental accounting 
principles. Any system that takes as 
the measure of depreciation for a cer- 
tain period the unexpended portion of 
a common appropriation for deprecia- 
tion and maintenance fails to recognize 
the function of depreciation and subor- 
dinates this factor to repair expendi- 
tures. The function of depreciation is to 








pr 


the 
ing 
ag: 
rey 
ch: 
anc 
les 
she 
tio: 











CAPITAL AND MAINTENANCE EXPENDITURES 41 


pro-rate over useful life the estimated 
loss to be suffered, on the basis of 
original cost, when property is retired 
from service due to wear and tear, ob- 
solescence, inadequacy, or the demands 
of public authority. The particular 
time that a unit of output is produced 
should have no bearing upon the de- 
preciation expense element in the total 
cost of producing the unit. Or, assum- 
ing that output, or intensity of use of 
structures and equipment, is uniform 
from period to period and that main- 
tenance is always adequate, the output 
of one month or year should be charged 
for no more or less for depreciation 
than that of another period. There- 
fore, this operating cost in itself can 
and should be equalized or, if practic- 
able, made proportionate to output, but 
not by basing it on an unexpended bal- 
ance for depreciation and repairs. 
Theoretically, at least, and in some 
instances in practice, repairs can be 
treated in a manner similar to deprecia- 
tion, and the operating expense charges 
can be made proportionate to use of 
fixed capital. Parts necessitating re- 
pairs may be considered as wearing out 
uniformly over a given period or in 
proportion to the intensity of use of the 
part or the machine or other form of 
equipment or structure as a whole. 
Hence it may be reasoned that the par- 
ticular time in the life of productive 
property when a unit is produced should 
not alter the repair cost in producing 
that unit. As applied to public utilities, 
there may be no justification for charg- 
ing against one period more or less than 
against another because of variations in 
repair outlays, ignoring, of course, 
changes in labor and material prices 
and operating economies. Neverthe- 
less, the method of equalizing costs 
should not be that of a joint appropria- 
tion for depreciation and maintenance. 


The first step in an endeavor to 
equalize repair charges must be a segre- 
gation of those that occur monthly or 
annually at a fairly constant rate and 
those that are made at infrequent inter- 
vals on property the quantity or extent 
of which is not sufficient to stabilize the 
annual cost. It is with respect to the 
second class that the problem of equali- 
zation arises. In the iron and steel 
industry, the relining of blast furnaces 
is a major repair operation and takes 
place at intervals of about two years. 
As the cost of this work is as high as 
$100,000, if it were charged as a pro- 
duction expense against the period in 
which performed, the tonnage costs of 
that period would be unduly inflated. 
In order to spread the expense uni- 
formly over output, each ton of iron 
is charged a certain number of cents 
for “Relining Furnaces” and a credit 
is made to account “Provision for Re- 
lining and Rebuilding Furnaces.” In 
this way, each ton of iron bears its pro- 
portionate part of the relining expense, 
and, by the time ‘the relining is under- 
taken, provision has been made for the 
work. 

An alternative to the accumulation 
of a provision account would be to de- 
preciate the furnace lining and, when 
the lining is renewed, to charge depre- 
ciation reserve and to credit fixed capital 
for the old lining, and to charge fixed 
capital for the new. The advantage 
of this method is that in a period of 
changing prices, fixed capital will re- 
flect these changes and the actual in- 
vestment in various units of property 
will be shown. But from the stand- 
point of equalization of costs, the same 
result is accomplished by either plan, 
except that, by the use of the provision 
method, rising prices are felt before the 
relining is made; and in case of depre- 
ciation reserve treatment, the influence 
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of a price advance is seen after the 
furnace is relined. 

In the wholly private enterprise of 
manufacturing iron and _ steel, the 
problems of property expenditures and 
maintenance are not subject to govern- 
ment administration other than in re- 
porting property and income for tax 
purposes. The accounting methods pur- 
sued by public utilities, however, are a 
matter of consequence to each patron 
of the utility, and the accounts may be 
the subject of strict regulation. As in 
the iron and steel industry, provision 
may be made for major repairs in the 
form of renewals, but by the use of a 
depreciation reserve that contains an 
accrual for the loss, based on original 
cost, of the major parts renewed. Thus, 
if a new electric light and power com- 
pany is organized, or if an existing 
company constructs a new steam gen- 
erating station, provision should begin 
at once for completely renewing sets of 
boiler tubes—an operation that may not 
take place for 10 or 15 years. To ac- 
complish this, the periodic allowance 
for depreciation of boilers should cover 
depreciation of the tubes, and, when the 
original set is removed, the reserve 
must be charged and the asset account 
credited. This avoids placing an addi- 
tional burden on the particular year in 
which the renewal is made, and at the 
same time, the property accounts show 
price changes and give the actual cost 
of equipment in service. Furthermore, 
this method avoids any controversy as 
to whether or not the new tubes are a 
betterment over the old. 

In contrast to boiler tubes that are 
renewed in sets at long intervals, bal- 
last, ties, and rails of street railway 
companies and poles of telephone, tele- 
graph, and electric companies are re- 
newed at regular intervals, and, in the 
case of a large utility that has attained 


an age of normal replacements, the re- 
newals are practically uniform from 
year to year. For this reason, it is 
contended that such renewals should be 
treated as maintenance. This problem 
has recently received the attention of 
the Interstate Commerce Commission in 
its decisions on “Depreciation Charges 
of Telephone Companies” and “De- 
preciation Charges of Steam Railroad 
Companies.” After an exhaustive con- 
sideration of forceful arguments on 
both sides of the question, the Commis- 
sion decided’® that such property should 
be the subject of depreciation accruals. 
The order of the Commission provides 
that averages may be used in identifying 
the ledger value of ties, rails, and bal- 
last retired. The cost of “Track Lay- 
ing and Surfacing,” representing the 
labor expense incurred “‘in the applica- 
tion of ballast, ties, rails, and other 
track material,” is charged to invest- 
ment in road and equipment for the 
original work but to maintenance ex- 
pense for renewals. The Commission 
recognizes this ‘‘as a departure from 
strict theory” but justifies it “by the 
practical difficulties of any different pro- 
cedure.” Thus the only extent to which 
fixed capital accounts will not show 
actual investment and any change in 
prices is for the labor cost incurred in 
making renewals of these items. The 
objectionable practices of the metro- 
politan street railway, cited above, 
should be definitely barred by this de- 


cision. 


Relation between Maintenance and 
Depreciation 


As has been suggested, the proper 
treatment of repairs cannot be decided 
without reference to depreciation poli- 
cies. Both maintenance and deprecia- 





15 Pages 360 and 366 of Orders 14,700 and 15,100. 
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tion have their independent functions, 
but they must be reviewed jointly in the 
administration of property. It is theo- 
retically conceivable that every renewal 
of property—units or parts—might be 
recorded as a retirement and a new in- 
stallation and thereby shown by the 
depreciation reserve. This would elimi- 
nate some of the problems in interpret- 
ing repair and renewal operations, but 
the practical difficulties and the addi- 
tional accounting entries necessitated 
would outweigh the advantages of 
showing changes in components of 
property. 

The Interstate Commerce Commis- 
sion, in its ‘“Tentative Classification of 
Operating Expenses for Steam Roads, 
Draft of October, 1926,”!® establishes 
the inseparable relationship between 
repairs and depreciation. 


The accounts provided for maintenance are 
designed to show the cost of repairs and also 
the loss resulting from ordinary wear and 
tear of service, exposure to the elements, in- 
adequacy, obsolescence, or other depreciation, 
or from fire, flood, or other casualty. 


Depreciation rates depend largely 
upon policies followed in providing for 
and charging repairs. In accounting for 
renewals, repair charges begin where 
provision for depreciation stops. This 
is unconditionally true where unit rates 
are fixed. In this case, depreciation 
may advantageously be provided for 
parts of units when the parts are not 
renewed at comparatively short inter- 
vals or at a uniform rate. In estab- 
lishing rates and in identifying parts 
and units subject to depreciation, a 
sharp line must be drawn between those 
renewals that are to be charged against 
the reserve and those to be treated as 
repairs. A utility just embarking upon 
its existence or rapidly expanding its 





16 Sec. 208. 


plant will experience an initial period 
of low repair costs followed by a period 
of heavier outlays. The renewal of 
major parts or groups of minor parts 
might be provided for gradually by de- 
preciation charges, and, when a renewal 
is effected, the entries might be made 
through the reserve without charging 
current maintenance. 

When depreciation has no relation to 
the life of various classes of depreciable 
property but is based upon cubic feet 
of gas, or kilowatt hours of electricity 
sold, or the revenue from such sales— 
methods frequently employed — there 
can be no possible connection between 
accounting practice for renewals and 
the depreciation reserve. The distribu- 
tion of expenditures becomes a hit or 
miss policy, and many large and impor- 
tant outlays are interpreted any way the 
management desires. Then accounting 
for repairs, renewals, and betterments 
becomes arbitrary, and uniformity be- 
comes a mockery. 


Need for More Active Accounting 
Regulation 


The time has come when the regula- 
tion of utility accounts by public service 
commissions must be more active, vigi- 
lant, and penetrating. It is not enough 
to prescribe uniform classifications even 
though they are exhaustively written. 
Following the promulgation of classif- 
cations, there must be a vast amount 
of research for the purpose of formu- 
lating definite rules interpreting and 
enlarging upon the various accounts and 
definitions. Work by regulatory bodies 
in this field has been limited, for the 
most part, to passing upon individual 
cases as they arise either through com- 
mission investigation of particular com- 
panies or as a result of a commission’s 
being called upon to give an interpreta- 
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tion. The striking exception to this 
procedure has been the Interstate Com- 
merce Commission studies and decisions 
on the depreciation charges of tele- 
phone companies and steam roads. But 
this is only one of the many fields in 
which the need for searching inquiry 
is urgent and must be satisfied if the 
much sought uniformity is to be at- 
tained and if accounting regulation is 
to be made effective. 

Commissions are laboring in the dark 
in dealing with some of the most im- 
portant problems involving accounting 
procedure because they do not have 
available a large store of information 
taken from the operating experience of 
utilities. Under existing conditions, 
when a case arises, an independent in- 
quiry must be instituted, usually with- 
out the guidance of definite rules. 
There is no accounting problem that so 
urgently and insistently demands thor- 
ough and comprehensive research as 
that of specifically defining maintenance 
and capital charges. Utilities with a 
long operating history have doubtless 
accumulated a mass of information that 
lends itself to classification. The ex- 
periences and practices of various.com- 
panies in recording capital and repair 
expenditures should be examined by 
commission accountants and engineers, 
and, in cooperation with representa- 
tives of the utilities, they should formu- 
late rules of practice so specific as to 
comprehend almost every conceivable 
charge. 

Because of the magnitude of such an 
undertaking, the limited financial means 
at the disposal of individual commis- 
sions, and the need of avoiding dupli- 


cation of effort, this work could be more 
expeditiously and economically done by 
a special committee of accountants and 
engineers appointed by the National 
Association of Railroad and Utilities 
Commissioners. Subcommittees might 
be organized for the various types of 
utilities, as electric, gas, water, and so 
on, and pursue their inquiries in co- 
operation with similar committees rep- 
resenting the various utility associa- 
tions. To insure consistent application 
to the work, the association of com- 
missioners should organize a_ special 
staff of accountants and engineers to 
marshal the facts and present their 
interpretations. The members of the 
industry, ever alert, would doubtless 
organize such means as they found 
necessary to render effective coopera- 
tion. The public side must be equally 
well organized and financed. 

It might be found that an investiga- 
tion of maintenance and capital expen- 
ditures should be made hand in hand 
with a study of depreciation, or retire- 
ment, methods and rates. Certainly 
these two subjects are so closely related 
that policies with respect to one cannot 
be wholly divorced from the other. 

One could not be so optimistic as to 
hope that the recommendations of such 
a committee would be accepted by all 
public service commissions, even though 
the recommended rules of practice were 
adopted by the National Association of 
Railroad and Utilities Commissioners. 
Nevertheless, such an_ investigation 
would make available a body of infor- 
mation that would be of inestimable 
service to commissions, utilities, and 
their accounting and engineering staffs. 








re 


nd 
ial 
ies 


ga- 
en- 
ind 
ire- 
nly 
ted 


not 


to 
uch 

all 
igh 
ere 
of 
ers. 
i0n 
for- 
ble 
and 
ffs. 











THE RECENT RECESSION OF FARM 
POPULATION AND FARM LAND 


By JACOB 


HE general depression following 

the period of prosperity which 

reached its peak in the spring of 
1920, did not strike all industries with 
equal severity. Agriculture suffered 
vastly more than most of the other 
industries. But this does not tell the 
whole story. Many of the non-agricul- 
tural industries had recovered from the 
depression by 1922 and since then, with 
some minor exceptions, have been un- 
usually prosperous. Agriculture, how- 
ever, has continued at low ebb and is 
still far from enjoying a sound economic 
condition.! 

These phenomena are not difficult to 
explain. Most of the non-agricultural 
industries are well organized. In a 
measure they are able to control com- 
petition by regulating production and 
distribution, and thus to deflate and 
to bring about stabilization. The non- 
agricultural industries also received not- 
able assistance from the government in 
the form of a higher tariff, a favorable 
discount policy by the Federal Reserve 
banks, and other valuable aids. In 
contrast to this, agriculture as a whole 
has thus far been unsuccessful in con- 
trolling competition by the regulation of 
production and distribution. This may 
be explained in part by the large ratio 
of fixed investment to operating ex- 
penses which compels farmers to con- 
tinue operations regardless of low re- 
turns, because their only alternative is 





1 For a description of the agricultural depression since 
1920 and of its causes, see the articles by Henry C. 
Taylor and Jacob Perlman on “The Share of Agri- 
culture in the National Income” in 3 Yournal of Land 
and Public Utility Economics 145-162 and 432-433 
(1927). 


PERLMAN 


no return at all while taxes and interest 
charges continue to accumulate. The 
most important obstacle to control is 
the difficulty of developing voluntary 
cooperation on account of the large num- 
ber of people engaged in agriculture and 
the isolated life they lead. Moreover, the 
Federal government has not come to the 
assistance of agriculture with special 
remedies, for the tariff and other aids 
granted to the non-agricultural in- 
dustries have been of little help to farm- 
ers. As a result, agriculture found itself 
in a relatively helpless condition when 
deflation set in and has been forced to go 
through a period of recession, which is 
lessening the intensity of competition 
by the wasteful method of eliminating 
producers through bankruptcy. This 
process may eventually bring about 
limitation of supply and improved prices 
but in the meantime it is proving very 
costly to farmers. 

The recession in agriculture since 1920 
has been conspicuous in two respects: 
first, a decline in farm population, and 
second, a reduction of the area of land 
in agricultural use. The object of this 
article is to determine the extent of 
the recent changes in farm land and 
farm population and how these changes 
correlate with the trend in agricultural 
production and with the natural surplus 
of the farm population, all of which 
should be considered in shaping future 
policy with respect to the above factors 
to help stabilize agriculture. 


Changes in Farm Population 


The decline in farm population, either 
on a relative or absolute basis, did not 
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originate during the recent depression 
but may be traced back prior to 1920. 
Available data indicate that relatively 
the farm population has been decreasing 
for more than a hundred years, while 
absolutely it began to contract about 
IgIo. 

This interesting fact is brought out in 
Table I, which shows the percentage and 
number of persons gainfully employed 
in agriculture and other occupations at 
each census year from 1820 to 1920.2 
Until 1880, more than half of the workers 
gainfully employed were still to be 
found in agriculture but since then the 
Taste I, Per Cent. anD NuMBER oF Persons GAIN- 


FULLY EMPLOYED IN AGRICULTURE AND OTHER 
Occupations aT Eacu Census YEAR, 











1820-1920* 
A B C D 
All Other 
Year Occupations | Agriculturet | Occupations 





A. Per Cent. or Persons GAINFULLY EMPLOYED 





DS ey 2 100.0 26.1 73.9 
1910... 30. 100.0 1.2 68.8 
$900... 5... 100.0 36.8 63.2 
1890...... 100.0 41.9 58.1 
NBOOs. 50% 100.0 48.9 $1.1 
1890.......: 100.0 53-4 46.6 
$660... 5.4 100.0 59.7 40.3 
(ae 100.0 64.5 35.5 
tl ee 100.0 68.6 31.4 
9690......2.- 100.0 70.4 29.6 
1520,....;. 100.0 71.9 28.1 











B. NumBer OF Persons GAINFULLY EMPLOYED 








(Thousands) 
[00.4552 41,854 10,923 30,931 
I9I0...... 375454 11,704 25,750 
ca 29,073 10,699 18, 374 
1890...... 23,319 9,770 13,549 
ee 17,390 8,505 8,885 
te 12,927 6,904 6,023 
1860...... 10, §31 6,287 4,244 
1850...... 7,697 4,965 2,732 
FBND:.......: 5,420 3,718 1,702 
B90: .. <0: 3,940 25773 1,167 
BBAO. 0:5:0.< 2,881 2,071 810 














* Based on estimates of P. K. Whelpton, “Occupational 
Groups in the United States, 1820-1920,”” Journal of the Ameri- 
can Statistical Association, pp. 339-340, September, 1926. 
These figures include persons ten years of age and over from 
1850 to 1920 and persons “engaged in actual occupations” from 
1820 to 1840. 

t Exclusive of lumbering and fishing. 


majority of them have been in the non- 
agricultural industries. The absolute 
number of gainfully employed workers 
in agriculture continued to increase 
until 1910, but the census in the follow- 
ing decade showed a reduction of about 
800,000. In contrast to this, the number 
of gainfully employed in other occupa- 
tions has increased both relatively and 
absolutely since 1820. In other words, 
at each succeeding decade the country 
gradually became less agricultural and 
more industrial. 

The absolute decline in the number of 
those gainfully employed in agriculture 
between IgIo and 1920 deserves further 
consideration. The unrevised census 
data of the number of persons Io years 
of age and over gainfully employed 
in agriculture for I910 and 1920, as 
shown in Table II, indicate a reduction 
of 1,723,107 or 13.9% between those 
two years. It should be noted that this 
resulted entirely from a decrease in the 
number of farm laborers, which amounted 


to 2,019,505 or 32.5%. However, the 


2 Although these figures, which are a revision of the 
census data to make them more comparable from one 
decade to the next, constitute but rough approxima- 
tions, they may nevertheless be depended upon to 
show the general trend. 


3 The Bureau of the Census offers several explana- 
tions for this decline. In the first place, a large part 
of the shrinkage may be charged to a change of the 
census data from April 15 in 1910 to January I in 1920. 
The busy season includes the month of April, when 
many workers are needed on the farms, but early in 
January there is very little work to be done and only a 
few workers are then to be found on farms. Conse- 
quently, many persons usually employed as farm labor- 
ers were not so enumerated in 1920. Also a large num- 
ber of farm children between the ages of 10 and 15 were 
not working during the month of January and were not 
recorded as gainfully employed in 1920. In the second 
place, many farm laborers during the War left to enter 
the military service or were lured away to the cities 
by high wages, and most of them probably had not yet 
returned or been replaced at the time the 1920 census 
was taken. In the third place, a change of instructions 
issued to enumerators resulted in an overenumeration 
of child and women laborerson farms in 1910. Fourteenth 
Census of the United States, 1920, Vol. IV, Occupations, 
pp. 13-14 and 20-24. 
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number of farmers (owners and tenants) 
and farm managers and foremen in- 
creased between Ig!0 and 1920, accord- 
ing tu the same table, the former by 
254,370 or 4.2% and the latter by 42,028 
or 83.6%. That these additions are real 
is shown by the fact that the number 
of farms also increased from 6,361,502 
in 1910 to 6,448,343 in 1920, a gain of 
86,841 or 1.4%.4 Thus, it seems that the 
total reduction in the numbers of agri- 
cultural workers between IgI10 and 1920 
was not very great. Mr. Leon E. Trues- 
dell estimates that, if both censuses had 
been made on corresponding dates and 
under the same instructions, the de- 
crease would probably amount to about 
200,000 or more persons.* 

The decline in the number of gainfully 
employed persons in agriculture be- 
tween I910 and 1920 was accompanied 
by a larger decrease in farm population. 
The latter was enumerated for the first 
time in 1920.6 The farm population so 
enumerated amounted to 31,614,269 in 
1920.7 Mr. Truesdell has estimated the 
farm population in I9I10 at 32,076,960, 
which makes a decrease of 462,691 or 
1.4% during the decade.? Some of the 
causes tending to reduce the number of 
those engaged in agriculture were prob- 
ably also responsible for the decline in 
the farm population. According to the 
figuresin Table IV, the percentage of the 


farm population in the total population 
decreased from 34.9 in 1910 to 29.9 in 
1920, owing partly to the reduction in 
the farm population but largely to the 
considerable increase in the total popu- 
lation. 

However, the first large reduction in 
the number of people on farms has taken 
place since 1920. This may be attributed 
almost entirely to the agricultural de- 
pression which has driven many farm 
people into non-agricultural pursuits. 
No figures are available since 1920 giving 
the number of persons gainfully em- 
ployed in agriculture, but data on the 
changes in the number of farms and 
farm population show conclusively that 
during the last seven years there has 
been a considerable movement of people 
away from the farms. 


4 Abstract of the Fourteenth Census of the United 
States, 1920, p. 583. It will be seen that the increase 
in the number of farmers (owners and tenants) and 
farm managers and foremen was much greater than in 
the number of farms. For the relation between the two 
see Leon E. Truesdell, in Census Monograph VI, 
“Farm Population of the United States,” 1920, p. 126. 

5 [bid., p. 124. 

6 As defined by the Bureau of the Census, “farm 
population” included “all persons actually living on 
farms, without regard to occupation, and also those 
farm laborers (and their families) who, while not living 
on a farm, nevertheless live in a strictly rural territory, 
outside the limits of any village or other incorporated 
place.” Fourteenth Census, 1920, Agriculture, p. 891. 

7 [bid., p. 892. 

8 Leon E. Truesdell, op. cit., pp. 43-46. 


TaBLeE IJ. CHANGES 1n NuMBER oF PERSonsS TEN YEARS OF AGE AND OVER GAINFULLY 
EMPLOYED IN AGRICULTURE,* I910-1920 














INCREASE OR DECREASE 
OccuPaATION 1920* Ig10ft 
Number Per Cent 
All Agricultural Occupations..................-. 10,661,410 12,384,517 —1,723,107 | —I3.9 
Farmers (owners and tenants)..................- 6,382,958 6,128,588 + 254,370} + 4.2 
Farm managers and foremen...................- 92,324 50,296 + 42,028 | +83.6 
MARINMADOROLS 5. c.c2 bss cicie eossise As cale tds Heike 4,186,128 6,205 ,633 —2,019,505 | —32.5 

















* These figures cover the same agricultural cone ations included by Leon E. Truesdell in Census ge hn VI, “Farm Popula - 


tion of the United States, 1920,’ Pp. 120-121 
forestry, and animal husbandry, ”? the 


15 in all persons engaged in lumbering, and lan pe gardeners. 


ese occupations are included by the Bureau of the Census under “Agriculture, 
ones excluded here being turpentine farmers, foremen and laborers, fishermen, foresters and 


t Based on data in Abstract of the Fourteenth Census, 1920, p. 483. These figures are as of January 1 in 1920 and as of April 


1910. 
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The 1925 Census of Agriculture dis- 
closed a decrease in the number of farms 
for the country as a whole for the first 
time in the history of America. The 
reduction was not universal, but it ap- 
peared in five of the nine geographic 
divisions into which the country is 
divided (Table III). In the United 
States as a whole the number of farms 
was reduced by 76,703 or 1.2%. This 
reduction appears to have been con- 
centrated largely in the eastern rather 
than in the western part of the country. 
With the exception of New England, 
every geographic division east of the 
Mississippi River showed a decrease, 
while west of that river all but the 
Mountain states reported a gain. In 
some cases, notably in New England, 
the increase may be explained partly by 
a change in the census definition of 
“farm” which in 1925 omitted the 
qualification, “or which required for its 
agricultural operations the continuous 
services of at least one person,”® thus 
resulting in a large number of farms 
being reported where the owner spent 
most of his time in some occupation 
other than farming. In other cases, 
especially on the Pacific coast, the in- 
crease was due to the breaking up of 
farms into smaller units for truck farm- 
ing and more intensive land cultivation. 


Many of the reductions were caused by 
the tendency in certain parts of the 
country to increase the size of the farm 
unit with the greater use of machinery, 
but in a majority of cases the decreases 
were no doubt the result of abandon- 
ment of farms, through foreclosure and 
other causes, which grew out of the 
depression in the industry. 

However, the effect of the depression 
upon the industry is best disclosed by 
the large decrease in farm population 
since 1920, as shown by the 1925 Census 
of Agriculture. According to the final 
figures the farm population in 1925 
amounted to 28,981,668,'° but this figure 
must be revised before a comparison 
may be made with 1920. The 1925 
Census of Agriculture considered only 
persons living on farms and left out 
“those farm laborers (and their families) 
who, while not living on farms, did live 
in rural territory outside any incor- 
porated place.”"! No separate tabulation 
was made in 1920 of the latter group, 
but the Bureau of the Census estimates 
their number at 700,000 out of a total of 
31,614,269 persons on farms." Assuming 


9 United States Census of Agriculture, 1925, “Summary 
Statistics, by States,” p. III. 

10 Thid., p. 52. 

1 [did., vi. 

12 Press Summary, Bureau of the Census, May 4, 1927 


TaBLe III. Cuances 1n NuMBER oF Farms, By GEoGRAPHIC DIvISIONS, 1920-1925 








NuMBER OF Farms* | INCREASE OR DECREASE 
! 








Divisions 
1925 1920 | Number Per Cent 
CEES | eee 6,371,640 6,448, 343 —76,703 —I1.2 
Geographic Divisions: 
DIMMING oor Soins gown Ses shieteasos en 159,489 156,564 + 2,925 +1.9 
RAN PRRRRINEIO soe as a wh ciseeo ew 'aisus trees 418, 868 425,147 — 6,279 —1.5 
Bast Orth CoCMtt al 6.5.5 5a oo sin v5 056 55. scereis gies 1,051,572 1,084,744 —33,172 —3.1 
West North Central...............----00- 1,111,314 1,096,951 +14, 363 +1.3 
SOIC MAIARENC 55.5.4) s:s wise ovis eieeesasews siete 1,108,061 1,158,976 —50,915 —4.4 
East South Central... ..........0..seeceees 1,006,052 1,051,600 —45,548 —4.3 
West South Central..................22000- 1,017,305 996,088 +21,217 +2.1 
PRE ois 44 ae sawed oslo 233,392 244,109 —10,717 —4.4 
PRI ore sac anor seins meme meee 265, 587 234,164 +31, 423 +13.4 

















* United States Census of Agriculture, 1925, “Summary Statistics, by States,” pp. 4-5. 
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that this group of farm laborers and 
their families represents the same pro- 
portion of the total number of people 
living on farms in 1925 as it did in 1920, 
the total farm population in 1925 as 
defined in the 1920 census may be 
estimated at 29,638,000. Compared 
with 1920, this seems to indicate a 
decrease of nearly 2,000,000 in five years, 
or at the rate of 400,000 per year. 
According to Table IV, the farm popu- 
lation constituted 25.9% of the total 
population in 1925 as compared with 
29.9% in 1920. However, this drop in 
the percentage was not attributable 
entirely to the reduction of 2,000,000 
in farm population but largely to the 
fact that the increase in the total popula- 
tion of the country during this period 
was nearly nine millions. 

The decline in farm population after 
1925 has not only continued without 
interruption, but it has been greatly 
accelerated, according to estimates made 
by the United States Department of 
Agriculture in 1926 and 1927. These 
estimates are computed from figures 
covering births, deaths, and arrivals to, 
and departures from, farms in 1925 and 
1926. The data were obtained from 
a sample of farmers from all parts 
of the country, and correlated with the 


TasBLe IV. Per Cent. oF Farm Poputation 1N ToTAL 
PopuLaTION IN IgI0, 1920, and 1925 








Per Cent 
Total Farm of Farm 
Year* Population | Population | Population 





(Thousands) | (Thousands) |__in Total 
Population 
1 CT re 114,553 29 ,638§ 25.9 
1920....... 105, 711f 31,614 Il 29.9 
I9I0....... 91,972 32,0779 34-9 














* Figures are as of January 1 in 1925 and 1920 and as of April 
1§ in r910. 
T Estimate of the Bureau of the Census. 
—_ of the Fourteenth Census 0 of the United States, 
1920, p 
§ for method of estimation see text, p P. 48° 49- 
i Abstract of the Fourteenth Census of the United States, 


1920, p. 58, 
q Estinste o Leon E. Truesdell, Census Monograph VI, 
‘Farm ee of the United States, 1920,” p. 45. 


Tasie V. CHANGEs IN Popu.aTion Livinc on Farms, 
By Geocrapuic Divisions, DurinG 1925* 


























POPULATION 
LIVING ON FaRMS| DSCREASB 
ON JANUARY 1 
DIVISIONS (Thousands) 
Num- 
ber Per 
1925t 1926 ¢ |(Thou-| Cent. 
sands) 
United States........... 28,982 | 28,541 441 1.5 
Geographic Division: 
New England........... 658 65r 7 I.1 
Middle Atlantic......... 1,818 1,808 10 0.6 
East North Central...... 4,511 4,425 86 1.9 
West North Central..... 4,924 | 4,826 98 2.0 
South Atlantic.......... 5,661 5,531 130 | 3.3 
East South Atlantic..... 4,632 | 4,586 46 1.0 
West South Atlantic..... 4,736 4,727 9] 0.2 
Mountain.............. 1,012 973 39 | 3-9 
MMS odie asia c.0's he ees 1,030 | 1,014 16 | 1.6 








* These figures do not include farm laborers and their families 
not living on farms. 

Tt United Census of Agriculture, 1925, “Summary Statistics, 
by States,” pp. 52-5, B; 

t Press Summary, United States Department of Agriculture, 
April 20, 1927, p. 3. 

1925 Census of Agriculture figure for the 
total population living on farms which 
was used as a base. 

The figures for 1925 show a net loss of 
441,000 in the population living on 
farms during that year, or a drop of 1.5% 
(Table V). Each one of the geographic 
divisions shows a reduction during the 
year, the largest ones appearing in the 
South Atlantic, West North Central and 
East North Central States. If we do not 
take into consideration births and deaths, 
the movement of the population living 
on farms for the United States as a 
whole was even greater than indicated 
above. In 1925 the gross movement from 
farms amounted to 1,900,000 and the 
gross movement to farms 1,066,000, 
thus making a net movement of 834,000 
away from farms.” 

In 1926 the situation was even worse 
than in the previous year, as evidenced 
by the data in Table VI. Considering 
only the gross movements from and to 
farms, the net loss by migration amounted 
to 1,020,000. On the other hand the 
excess of births over deaths on farms 


13 Press Summary, United States Department of 
Agriculture, April 20, 1927, p. I. 
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Tase VI. Cuances 1n Popuation Livinc on Farms, By, GEoGRAPHIC Divisions, 
Durinc 1926* 














ARRIVALS DEPARTURES DECREASE 
POPULATION (Thousands) (Thousands) POPULATION 
LIVING ON LIVING ON 
DIvisIons Farms, JAN- From To FARMS, JAN- 
UARY 1, 1926 z Cities, Cities, Num- UARY I, 1927 
(Thousands) | Births | Towns | Total | Deaths | Towns | Total ber Per | (Thousands) 
and and (Thou- | Cent. 
Villages Villages sands) 
United States....... 28,541 658 1,135 1,793 287 2,155 2,442 649 2.3 27,892 
phic Divisions: 
New England....... 651 13 52 8 72 80 15 2.3 636 
Middle Atlantic..... 1,808 38 101 139 24 155 179 40 2.2 1,768 
East North Central. . 4,425 88 164 35 319 354 102 2.3 4»323 
West North Central 4,826 87 193 280 39 338 377 97 2.0 4.729 
South Atlantic...... 5,531 144 133 277 61 354 415 138 2.5 5393 
East South Central .. 4,586 138 101 239 50 266 316 77 1.7 4,509 
West South Central. . 4,727 118 194 312 52 402 454 142 3-0 4,585 
Mountain........... 937 20 95 9 130 139 24 2.5 949 
Ear 1,014 12 102 1,114 9 119 128 14 1.4 1,000 



































* Press Summary, United States Department of Agriculture, April 20, 1927, p. 3. These figures do not include farm laborers and 


their families not living on farms. 


produced a natural increase of 371,000. 
Thus the total departures from farms 
exceeded total arrivals, counting births 
and deaths, by 649,000 or 2.3%. This 
decline appears to have been more or 
less uniform in all the geographic 
divisions. 

The population living on farms was 
28,541,000 on January I, 1926, and 
27,892,000 on January I, 1927. These 
figures do not take into account the 
number of farm laborers and their 
families not living on farms. Assuming 
that the proportion of this group to 
those living on farms was the same in 
1925 and 1926 as in 1920, the total farm 
population may be estimated at 29,- 
187,000 on January 1, 1926 and 28,- 
§24,000 on January 1, 1927. The 
estimated total population in the coun- 
try was 116,257,000 on January 1, 1926 
and 117,882,000 on January I, 1927,' 
of which the total farm population 
represented 25.1% and 24.2% respec- 
tively, on those dates. 

In other words, since 1910 the farm 
population has declined more than three 
and one-half millions, while the total 
population of the country has increased 
about 26 millions. Since 1920 the total 
farm population has decreased by more 
than three millions, while the total 


population in the United States has 
gained more than 12 millions. 


Changes in Agricultural Land 


The changes in agricultural land have 
been somewhat different from those in 
farm population. Until 1920, farm acre- 
age followed continually an upward 
trend, but since then the movement on 
the whole has been in the opposite 
direction. 

The expansion in agricultural land 
prior to 1920 consisted of three different 
phases. At first the increase was caused 
by the rapid settlement of the western 
country, which grew out of the relative 
over-population in the eastern states, 
the inability of the poor soil to supply 
adequate food and raw materials, and 
the liberal policy of the Federal govern- 
ment in distributing land to settlers. 

The movement continued until the 
disappearance of the fertile parts of the 
national domain. Then the expansion of 
agricultural land, encouraged by in- 
creases in demand for food products and 
raw materials as a result of the rapid 
industrial development, caused the occu- 
pation of less desirable land or fertile 
land made available by private or public 


4 Furnished by the Bureau of the Census. 
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reclamation projects prompted by the 
conservation movement. This process 
continued until recently. Finally, there 
was the expansion of the agricultural 
area during the War period under the 
stimulus of patriotic appeals and the 
high prices of farm products. This 
brought about the climax in the expan- 
sion of agricultural land in 1920. 

In Table VII one may see the increases 
from one census year to the next be- 
tween 1850 and 1920 in the acreage of 
all land in farms and improved land. 


Taste VII. CHANGES IN ACREAGE OF Farm Lanp, 

















1850-1925 
Aut Lanp IN Farms ImproveD Lanp 
YEAR Per Cent. Per Cent. 
Acres |of Change} Acrest | of Change 
(Thou- during (Thou- during 
sands) Decade sands) Decade 
IQQE. «|-ORMBIOE  —a BEB. Yoccc ccd secsfoscwenness 
1920. .| 955,884 + 8.8 503,073 + 5.1 
1910. .| 878,798t | + 4.8 478,452 | +15.4 
1900. .| 838,592¢ | +34.6° | 414,498 | +15.9 
1890. .| 623,219f | +16.3 357,617 | +25.6 
1880. .| 5§36,082f | +31.5 284,771 | +50.7 
1870. .| 407,735T | + 0.1 188,921 | -+15.8 
1860. .} 407,213f | +38.7 163,111 | +44.3 
1850..| 293, 561f |.......... BPP ORG fio oss co's aces 














* United States Census of Agriculture, 1925, “Summary Sta- 
tistics, by States,”’ p. 4. 

t Abstract of the Fourteenth Census of the United States, 
1920, P. 584. 
During the 70 years the acreage of all 
land in farms has more then trebled and 
that of improved land has more than 
quadrupled. It should be noted that the 
increases became smaller toward the end 
of the period. For the total acreage of 


crop land harvested there are no com- 


parable census data going back to 1850, 
but what information is available in- 
dicates that this trend was similar to 
those found in the above data. 

The importance of the expansion in 
agricultural land during the War period 
justifies the examination in greater 
detail of the changes that have occurred 
between Ig910 and 1920. Table VIII 
shows the changes in acreage during that 
decade by kinds of farm land. The de- 
creased acreage of woodland was more 
than offset by the increased acreage of 
improved land and especially of unim- 
proved land. In other words, the changes 
occurring during this decade indicate a 
considerable lowering of the margin of 
cultivation. Not only were large acre- 
ages added to the agricultural area, but 
a great deal of woodland and other un- 
improved land was put into higher uses 
and classified as improved land. 

The most important changes in the 
utilization of agricultural land during 
this decade occurred in crop land. As 
shown by the figures for land harvested 
in certain crops the acreage of wheat 
increased from 44,262,592 in 1909 to 
73,099,421 in 1919 (a gain of 65.1%), rye 
from 2,195,561 acres to 7,679,005 acres 
(249.8%), and hay and forage, excluding 
corn cut for silage, from 72,402,173 to 
81,618,296 (12.7%). A part of these 

16 Abstract of the Fourteenth Census, 1920, p. 810. The 
increase in hay and forage does not include 14,502,932 


acres reported for corn cut for forage, which was nearly 
all duplicated in the acreage shown for corn harvested 


for grain. 


TaBLe VIII. CuHances 1n ACREAGE OF Farm LAND, I910—1920* 














I IncREASE OR DECREASE 
— 1920 1910 
(January 1) (April 15) Amount Per Cent. 
Acres Acres Acres 
Alb landline faenisic:./..20 iss oe ce cus eens cence 955,883,715 | 878,798,325 | +77,085,390 | + 8.8 
EMPLOVEd NANG .:5,.... 0.45 s6see cess sees ccscee 503,073,007 | 478,451,750 | +24,621,257 | + 5.1 
V0 | | SR eee ee aie or reer erase 167,730,794 | 190,865,553 | —23,134,759 | —12.-1 
Other unimproved land..................05: 285,079,914 | 209,481,022 | +75,598,892 | +36.1 

















Abstract of the Fourteenth Census of the United States, 1920, p. 583. 
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enormous increases was balanced by 
reduction of the acreage of other crops, 
but most of the expansion may be traced 
to the turning of pasture and other land 
into crop land. According to O. E. 
Baker, about 40,000,000 acres of pasture 
land were plowed and put into crops and 
about 5,000,000 acres of forest land were 
cleared for crops between 1909 and 1919. 
He says further: “Had there been the 
same rate of increase as during the previ- 
ous decade relative to the increase of 
population, only about 23,000,000 acres 
additional crop land would have been 
brought into cultivation. As the trend 
of per capita acreage of crops required 
for domestic consumption was practi- 
cally the same in the decade 1909-1919 
as in that of 1899-1909, it would appear 
that nearly half of the 45,000,000 acres 
increase in crop acreage during the 
decade, 1909-1919, was used to meet the 
increased demand from Europe.””* Thus 
the overexpansion may be attributed 
largely to the War. 

With the post-War decline in the 
demand for agricultural products ac- 
companied by low prices, the downward 
trend in the acreage of agricultural land 
appearing in the 1925 Census of Agri- 
culture is natural. Not only was there a 
reduction in the acreage of all land in 


farms, but radical changes also occurred 
in the utilization of land. Unfortunately, 
the classification of farm land was 
changed in 1925, which makes it possible 
only to compare the 1925 and 1920 
acreages for all land in farms and 
roughly for crop land and woodland. 

Table IX presents the changes in 
acreage of all land in farms between 1920 
and 1925 for the country as a whole and 
for each of the geographic divisions. 
With the exception of the Mountain 
states, there was a decrease in every 
geographic division, the reduction in the 
United States as a whole amounting to 
3.3%. The increase in the Mountain 
states may be attributed largely to an 
expansion in the sheep raising industry, 
while in the other geographic divisions 
the reductions were the result of the 
depression in the agricultural industry 
as a whole. 

The decline in the acreage of crop land 
harvested for the United States as a 
whole between 1919 and 1924, according 
to O. E. Baker, was from about 363 to 
344 millions, which is a drop of about 
5%. This land reverted to pasture or 


16Q, E. Baker, “Changes in the Utilization of Land 
in the United States,” 1919-1924. A Preliminary 
Report. June, 1926, p. 3. Published by the United 
States Department of Agriculture. 


Tasie 1X. CHancEs IN ACREAGE oF ALL LAND IN Farms, By GEoGRAPHIC Divisions, 


























1920-1925 
INCREASE OR DECREASE 
Divisions 1925* 1920* 

Number Per Cent. 

RUSEPR ORDERS 5 oo. 5 o's. 6b. sedi so owes 924,319,352 | 955,883,715 | —31,564,362 | — 3.3 
Geographic Divisions 

PNW NINA 6s 6.6 sh 6 secasawes ee neouwes 15,857,927 16,990,642 | — 1,132,715 | — 6.7 
DRIGAIR TAMANHC. 665 nose cc beseeesunasess 37,490,939 40,572,901 | — 3,081,962 | — 7.6 
East North Central....................---- 112,752,458 | 117,735,179 | — 4,982,721 | — 4.2 
West North Central...................0005 248,081,143 | 256,973,229 | — 8,892,086 | — 3.5 
ROUEN MNENONNC So ciecce gece tsaesaewesensnnea 88, 569,458 97,775,243 | — 9,205,785 | — 9.4 
East South Central....................006- 70,606, 625 78,897,463 | — 8,290,838 | —1I0.5 
West South Central........................ 165,013,316 | 173,449,127 | — 8,435,811 | — 4.9 
ERAN opts oss cos as cals see pte eee 131,689,374 | 117,337,226 | +14,352,148 | +12.2 
| C11 YARRA RGR AEE Seca enue ame Wie A ener 2 $4,258,112 56,152,705 | — 1,894,593 | — 3-4 





* United States Census of Agriculture, 1925, “Summary Statistics by States,” pp. 4-5. 
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was allowed to lie idle. He also estimates 
that during the same period the total 
acreage of forest, cut-over land and 
woodland was increased by about 
g,000,000 which shows that nearly one- 
half of the increase in pasture and idle 
crop land was offset by this reversion to 
woodland and brush.!’ The crops that 
showed the greatest reductions in har- 
vested acreage were those that were ex- 
panded most during the War period. 
The acreage of wheat declined from 
73,099,421 in 1919 to 50,862,230 in 1924 
(a decrease of 30.4%); rye decreased 
from 7,679,005 to 3,743,562 acres (51.2 
%); and all hay crops, excluding corn 
cut for forage, decreased from 81,618,296 
acres to 74,095,942 (9.2%).!8 These 
reductions, which, together with smaller 
decreases in other crops, were partly 
offset by increases in a number of crops, 
are responsible for the large decline in 
the harvested acreage of crops between 
IgIg and 1924.) 





53 
Trend of Agricultural Production 


A study of the changes in farm popula- 
tion and agricultural land naturally 
leads to an examination of the trend of 
the volume of agricultural production, 
which depends on the number of people 
and the amount of land employed in the 


17 Tbid., p. 2. The above figures are only approximate. 
The 1919 data for acreage of harvested crops are a total 
of the individual crops with allowances for duplication 
of corn for grain and corn for forage, based on data 
collected by the United States Department of Agri- 
culture, and also with allowances for double cropping, 
whereas the 1924 data are taken directly from a tabula- 
tion of “land in crops harvested in 1924.” The estimate 
of the increase in forest, cut-over and woodland is 
based on changes in the census data of woodland in 
farms and total farm area in the states from Minnesota 
to Louisiana and eastward. 

18 Census of Agriculture, 1925, “Summary Statistics, 
by States,” p. 38. 

19 The only data on agricultural land available since 
1925 are those for crop acreage harvested, which are 
collected by the crop reporting service of the United 
States Department of Agriculture. These figures in- 
dicate an increase in crop acreage, but the total is still 
considerably below that of the high figure of 1920. 


TaBLE X. RaTIo OF THE ToTAL PoPULATION OF THE UNITED STATES AND OF THE NUMBER 
oF AcrES IMPROVED LanpD IN FarMS To THE NuMBER oF PERSoNsS GAINFULLY 


EMPLOYED IN AGRICULTURE, 


BY DECADES, 1820 To 1920 














A B Cc D E F 
Ratio of Number 
Ratio of Total of Acres of Im- 
Number of Per- | Total Population} Population to | Number of Acres| proved Land in 
sons Gainfully of the Number of Per- | of Improved | Farms to Number 
Year Employed United Statesft | sons Gainfully | Land in Farmst | of Persons Gain- 
in Agriculture* (Thousands) Employed in (Thousands) fully Employed 
(Thousands) Agriculture in Agriculture 
+B + 
EQQO 8a. 315, Soon 10,923 105,711 9.7 503,073 46.1 
1910. 11,704 91,972 7-9 478,452 49.9 
1900. . 10,699 755995 7.1 414,498 38.7 
CC re 9,770 62,948 6.4 357,617 36.6 
1880... 8,505 50,156 5.9 284,771 33-5 
1870... 6,904 38,558 5.6 188,921 27.4 
| Ce 6,287 31,443 5.0 163,111 25.9 
BMGO% 6 5c osiccinees 4,965 23,192 4.9 113,033 22.8 
BOO es sat ss es 3,718 17.069 PE FD EY COPE PEC rere 
eee asia) cissaro' 2,773 12,866 G-  Pawtontaraw aude aeotegux aoe es 
TO oo ice siatenciet:s 2,071 9,638 A Newedunccsuaweoceperesoneeasyanees 




















* See Table 1, Column C. 


s + Abstract of the Fourteenth Census of the United States, 1920, p. 16. The enumeration of 1870 was incomplete in the Souther. 
tates. 


tlbid., p. 584. 
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industry. Farm population must be 
considered with respect to the number 
of workers, their skill, and their knowl- 
edge of the work, and the agricultural 
area must be considered as to its amount 
and the quantity of capital applied to it. 
If the aim of the nation is to maintain 
at least enough agricultural production 
to satisfy the needs of the country, this 
has been accomplished. More than 
enough has been produced in the past to 
meet our own needs, and this with a 
relative, and lately an absolute, decrease 
in farm population coupled in recent 
years with a reduction in agricultural 
area. This indicates a gradual increase 
in the efficiency of agricultural produc- 
tion. 

Table X presents two rough indexes 
of the efficiency of those engaged in agri- 
culture for a number of decades prior to 
1920. One index shows the ratio of the 
total population of the United States to 
the number of persons gainfully em- 
ployed in agriculture, or the number of 
people in the total population supported 
by one gainful worker in agriculture. 
According to the data in column D, this 
figure increased from 4.7 in 1820 to 9.8 
in 1920. It more than doubled within 


Taste XI. InpEx NumBers oF Puysicat VoLUME 
OF PrRopucTION OF THE Principat Crops, 
By Decapes, 1849-I919* 











(1849 = 100) 
InDEXx 

NuMBERS OF 

YEAR PuysIcaL 

VOLUME OF 

PropucrTIon 
RDN Aichi sate t ha ee eee 541.0 
PDE ong cane aeons aanons sense eG 525.6 
| RRR oo ra peer aaoeeni sar tories 474.1 
PEND Gnu osha Sok s Soe aA eae 395.1 
PUUO osecs sei nae aseeGicee Sees e seas 275.9 
BED eric n. ce ain ASR REA Le Cie ee 164.3 
LS ES OOS eee et err 154.0 
IBM Feehan oe sn eh see eae sce 100.0 








* Based on census data of the total production in pounds of 
corn, wheat, oats, barley, rye, buckwheat, rice, hay, white 
potatoes, sweet potatoes, tobacco and lint cotton. Tobacco 
and cotton were given a weight of ten each. 


Taste XII. InpeEx NumsBers or Puysicat VoLuME oF 
PropuctIon IN AGRICULTURE, 1909-1926 
(Average for 1910-1914 = 100) 








INDEX NUMBERS OF | Day’s ANNUAL UNAD- 
THE UNITED STATES | JUSTED INDEX Num- 
DEPARTMENT OF AGRI- BERS OF THE 
YEAR AND | CULTURE OF THE Mass| PHySICAL VOLUME 
PERIOD OF CrRoP PRODUCTION* OF PRODUCTIONTt 


a om a Animal 
Total Pa tural Hus- 
P Products bandry 


























er 94 99 93 101 
eer 97 101 96 91 
a gI 92 91 106 
eee 110 109 108 103 
a 95 95 96 102 
rare: 107 104 108 98 
ee 116 109 114 105 
er 100 93 100 114 
a eee 108 100 106 113 
eee 107 98 107 126 
— 108 98 109 122 
are 117 104 119 112 
100 88 98 116 
110 96 109 125 
110 94 110 139 
III 94 108 142 
112 94 110 136 
114 94 114 135% 
1909-I9I4.... 99 100 | 99 100 
1915-1920.... 109 100 = 109 115 
1921-1927.... 110 93 108 132 





* “Yearbook of Agriculture,” 1926, p. 1203. Based on the 

pa of wheat, corn, oats, barley, rye, buckwheat, pota- 
y, tobacco and cotton with the figure for each crop year 

multiplica bya aut price and divided by the average aggre- 
gate of base yeai 

t Based on ae furnished by the Harvard Bureau of Eco- 
nomic Research, the base having been shifted from 1919. 

{Preliminary figures. 


that century. It will be seen that the 
ratio remained almost stationary until 
about 1860, but thereafter it rose con- 
tinuously, the largest increase having 
occurred between IgI10 and 1920. The 
other index shows the ratio of the num- 
ber of acres of improved land in farms 
to the number of persons gainfully em- 
ployed in agriculture, or the number of 
acres of improved land taken care of by 
one gainful worker in agriculture. As 
shown in column F, this figure increased 
from 22.8 in 1850 to 46.1 in 1920. It 
more than doubled in 70 years. Here 
also the increase has been without inter- 
ruption since 1850 and was fairly large 
between IgIo and 1920. 

Rough index numbers of the physical 
volume of production of the principal 
crops by decades since 1849 appear in 
Table XI. They show a rapid rise from 
one decade to the next with the figure 
for 1919 nearly five and one-half times as 














RECESSION OF FARM POPULATION AND FARM LAND 55 


large as for 1849. During the same 
period the number of workers for wages 
in agriculture little more than doubled, 
although the total population of the 
United States and the number of acres 
of improved land in farms increased 
about four and one-half times. The 
same story is told by the index numbers 
of the physical volume of agricultural 
production, which are shown by years 
from 1909 to 1926 in Table XII. In 
spite of the reduction in farm population 
between Ig910 and 1920, a considerable 
increase appears in the physical volume 
of production of crops and animal hus- 
bandry. Both the index numbers of the 
United States Department of Agricul- 
ture of the total mass of crop production 
and Day’s unadjusted index numbers of 
the physical volume of agricultural prod- 
ucts show an increase of about 10% 
during the War period, 1915-1920, as 
compared with the pre-War period, 
1909-1914. The increase between these 
periods in Day’s unadjusted index num- 
bers of the physical volume of produc- 
tion in animal husbandry amounted to 
15%. Even after 1920, when the farm 
population decreased enormously and 
agricultural acreage shrank consider- 
ably, the physical volume of production 
of crops maintained the high point 
reached during the War period, while 
the physical volume of production in 
animal husbandry increased about 15% 
as compared with the War period. The 
index numbers of the United States 
Department of Agriculture of the mass 
of crop production per capita, which also 
appear in Table XII, have shown a 
tendency to decline, but this tendency 
would doubtless be counteracted if the 
increase in animal husbandry were taken 
into account. 

The upward trend in agricultural pro- 
duction during the past century, in spite 
of a relative and lately an absolute de- 


cline in farm population and a recent 
reduction in the agricultural area, was 
made possible by the continued increase 
in agricultural efficiency resulting from a 
better knowledge of agriculture on the 
part of farmers and the use of more 
capital. The American farmer has 
gradually become more scientific. The 
development of scientific knowledge in 
agriculture may be said to have begun 
with the establishment of land grant 
colleges by the Federal government, and 
was continued by spreading that knowl- 
edge among farmers through schools and 
colleges, special courses and literature. 
Agricultural research, which has always 
received generous support from Federal 
and state governments, is also greatly 
responsible for the enormous increase 
in production. The increased use of 
capital has taken the form of more ma- 
chinery, fertilizer, and other improve- 
ments. Agricultural machinery first 
became important with the invention of 
harvesting machines about the middle of 
the last century, and since then agri- 
culture has gradually become more and 
more mechanized. This mechanization 
assumed a more rapid pace about Ig!o 
and has been greatly accelerated during 
recent years. The farm tractor, which is 
displacing the horse and reducing hu- 
man labor, has been particularly re- 
sponsible for the increase in agricultural 
production. The number of tractors 
on farms increased 105.6%? between 
1920 and 1925. The value of farm equip- 
ment sold by manufacturers in the 
United States was $277,924,547 in 1924, 
$340,271,234 in 1925, and $364,751,042 
in 1926," which makes a gain of 22.4% 
between 1924 and 1925 and a gain of 
7.2% between 1925 and 1926. A similar 

20 Abstract of the Fourteenth Census, 1920, p. 748, and 


Census of Agriculture, 1925, “Summary Statistics, by 


States,” p. 16. 
21 Bureau of the Census, “Manufacture and Sale of 


Farm Equipment,” 1926, p. 4. 
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upward movement has also taken place 
in the use of fertilizer and other improve- 
ments. 

There is no doubt that the education 
of farmers in better methods of farming 
and the use of capital in agriculture will 
spread at a greater rate in the future 
than it has in the past, thus making it 
possible to maintain agricultural pro- 
duction in proportion to the needs of 
the country with an even smaller farm 
population and less agricultural land. 
In other words, each year up to a certain 
point one may expect a small part of the 
farm population and agricultural land 
to go out of employment as a result of 
increased efficiency in agriculture. 


Natural Surplus of Farm Population 


The number of the farm population 
and the area of agricultural land that 
are thrown out of employment each year 
because of increased efficiency in agri- 
cultural production are relatively small 
and the problem of their absorption is 
comparatively easy. But other factors 
complicate the problem. The large ex- 
cess of births over deaths among those 
living on farms maintains a natural 
surplus of farm population, and a 
decreasing demand for agricultural prod- 
ucts results in a surplus of agricultural 


land in use. This decreased demand may 
be traced to contraction of both foreign 
and home markets for agricultural prod- 
ucts, partly as a result of the greatly 
increased efficiency and mechanization 
of non-agricultural industries and the 
coincident restriction of foreign immi- 
gration. 

The belief has long been established 
that the rural population is the seed-bed 
of the nation, which means that the 
surplus of the population in the country 
flowing into the cities is essential to 
replenish the urban population stocks 
that are constantly depleted by the 
sterilizing influences of city life. This 
belief has found expression in the writ- 
ings of many persons. For example, 
Emerson says: “The city is recruited 
from the country. The city would have 
died out, rotted and exploded long ago 
but that it was reenforced from the 
fields. It is only the country which came 
to town the day before yesterday that 
is the city and court today.” 

This statement is greatly exaggerated. 
It is a fact that the cities produce a 
surplus large enough to maintain and 
even to increase their population, but it 
is also true that the surplus produced 


22 Prose Works, Volume I, p. 482, quoted from p. 


177 of the “New Era” by Josiah Strong. 


TaBLe XIII. Birto anp Deatu Rates AND NuMBER OF BiRTHS PER 100 Deatus, Exc.vu- 
SIVE OF STILLBIRTHS, IN THE ToTAL REGISTRATION AREA, CITIES AND Rura 
Districts, 1921-1924 























TOTAL REGISTRATION AREA CITIES* RURAL DIsTRICTs* 

YEAR Rate per 1000 Births Rate per 1000 Births Rate per 1000 Births 
Populationt per Populationt per Populationt per 

100 100 100 

Births Deaths Deaths Births Deaths Deaths Births Deaths Deaths 

eS ee 22.6 11.8 192 22.8 12.5 182 22.4 II.1 202 
eer ee 22.4 12.4 181 22.3 12.9 173 22.5 11.9 189 
AR 22.5 II.9 189 22.2 12.4 178 22.8 11.3 202 
9 SEE ee 24.3 11.7 208 24.0 12.2 196 24.7 11.2 220 
































* The term “cities” indicates municipalities of 10,000 inhabitants or more in 1920, the remainder of the state being included in 


“rural” districts. 
Rates are based on po 


ulation as estimated on July 1 of each year. 


t 
} “Birth, Stillbirth, pas § Infant Mortality Statistics for the Birth Registration Area of the United States,”’ 1924, p. 50. 
§ Idid., 1923, Pp. 44. 


” Ibid., 1922, p. 60. 5 
q “Birth Statistics for the Birth Registration Area of the United States,”’ 1920, p. 44. 
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in the rural territory is much larger than 
in urban communities. This is brought 
out by the data compiled in Table XIII 
which shows the birth and death rates 
and the number of births per 100 deaths, 
exclusive of stillbirths, in the total 
registration area, by cities and rural 
districts from 1921 to 1924. The birth 
rate per 1000in the rural districts is about 
the same as in the cities, but the death 
rate per 1000 is much higher in the latter 
than in the former. Consequently, the 
number of births per 100 deaths in rural 
districts is considerably greater than in 
the cities, which means that there is a 
larger surplus in the country than in ur- 
ban communities. 

It is true that the rural districts, as 
defined in this table, include the farm 
population as well as all people living 
in communities up to 10,000 population, 
but other data point to the fact that a 
correspondingly large surplus is pro- 
duced by the farm population strictly 
considered. According to estimates 
made by the United States Department 
of Agriculture on the basis of a repre- 
sentative sample of farm families for 
1922, 1924, 1925 and 1926, in connection 
TaBLe XIV. PerceENTAGE DistTRIBUTION OF Farm, 


VILLAGE, AND UrsBaAn Popu tation, By AGE Groups, 
IN 1920* 























PERCENTAGE DISTRIBUTION 
AGE GROUP | 

Total Farm | Village | Urbant 
MOIR, 0. ooo sec s:0is:8 100.0 100.0 100.0 100.0 
Under 9 years........ 21.7 25.8 22.8 19.0 
10 to 19 years........ 19.0 23.1 18.6 16.8 
20 to 44 years........ 38.4 31.9 36.7 42.7 
45 to 64 years........ 16.1 14.8 15.8 17.0 
65 years and over..... 4-7 4-5 6.1 4-4 
Age unknown......... O.1 o.1 0.2 0.2 





* Based on census data compiled by Leon E. Truesdell, Cen- 
sus Monograph V , “Farm Population of the United States,’ 
1920, p. 68. e 

t Excludes urban farm population. 


with changes in the number of people 
living on farms, the number of births 
was more than twice as large as the 
number of deaths in the farm popula- 
tion. Thus, in 1926, the number of 
births was estimated at 658,000 and 


the number of deaths at 287,000, which 
leaves a natural increase of 371,000 
persons on farms.” If we estimate the 
number of persons living on farms on 
July 1, 1926 at 28,217,000, it means a 
birth rate of 23.3 and a death rate of 
Taste XV AveRAGE NuMBER oF CHILDREN Born TO 


Tue Past AND Present GENERATION, BY 
Occupations * 

















AVERAGE NUMBER OF CHILDREN 
BORN PER FAMILY 
OCCUPATIONS Present Generation | Past Gen- 
tion of 
Fertile Including | Fertile 
Families | Infertile | Families 
Only Families Only 
All Occupations......... 3.36 2.92 44 
Se ee 4.24 3.81 
Unskilled laborers... .. 3-75 3-24 Fw > 
Skilled laborers........ 3.28 2.80 4.96 
Professional men... ... 3.19 2.86 5-51 
Business men......... 2.91 2.48 4.78 
Clerical workers....... 2.61 2.07 4.21 














* R. E. Baker and E. A. Ross, “Changes in the Size of Ameri- 
can Families in One Generation,” University of Wisconsin 
Studies in the Social Sciences and History, No. 10, 1924, p. 83. 
This study was based on 750 families of a generation ago and 
2500 of the families of their descendants in this generation and 
was limited to people of American stock. 


10.2 per 1000 for that year. The number 
of births per 100 deaths thus amounted 
to 229, which indicates a much larger 
natural surplus than appears for the 
cities or rural districts of the registration 
area on the basis of the data in Table 
XII. 

The same conclusion may be drawn 
from the figures shown in Table XIV, 
which gives the percentage distribution 
of farm, village, and urban population by 
age groups in 1920. It will be seen that 
under 20 years of age the percentages 
are greater in the farm population than 
in the village and urban populations, 
while above 20 years the percentages are 
greater in the village and urban popula- 
tions than in the farm population. In 
other words, relatively more children 
are to be found on farms than in villages 
and cities, but as soon as they grow up 


% United States Department of Agriculture, Press 
Summary, April 20, 1927, p. I. 

24 An arithmetic mean of the population as estimated 
on January 1, 1926 and on January 1, 1927. Jdid., p. 3. 
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and their productive life begins they 
flock to the urban centers. Table XV 
shows the average number of children 
born to the present and past generations 
by occupations. Although the average 
number of children born per fertile 
family among farmers declined from 
5.94 in the past generation to 4.24 in 
the present generation, the latter figure 
was larger than that reported for each 
of the other occupations in the same 
generation. 


Conclusion 


Discussion of remedies for the agri- 
cultural depression frequently has over- 
looked or but scantily referred to the 
surpluses of farm land and farm popula- 
tion. Yet these basic factors cannot be 
ignored in any proposal asserted as a 
practical one. The surplus of agricultural 
land may prove to be temporary, if we 
consider a long enough stretch of time, 


or it may prove to be rather easily con- 
trolled. But the natural surplus of farm 
population does not lend itself so easily 
to measures of social control. Although 
this surplus seems to be decreasing, the 
task of distributing the excess of man- 
power is bound to be a continuing one. 
Moreover, the intelligent guidance of a 
labor surplus is doubly hard, not only 
because human beings, with their hopes, 
prejudices, habits and customs, are 
involved, but also because the direction 
of surplus farm labor cannot be dis- 
sociated from the similar problems of 
non-agricultural industries. 

In short, the twofold task of reducing 
or re-directing the farm land and labor 
surpluses requires not temporary ex- 
pedients but carefully considered plans 
looking far into the future. In formulat- 
ing such statesmanlike policies, the 
quantitative measurement of these fac- 
tors, as given above, is a definite basis 
for planning. 
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GOING VALUE: ITS VARIOUS INTERPRETA- 
TIONS AND THEIR VALIDITY 
By JOHN D. SUMNER 


in public utility valuation which 

has attracted widespread atten- 
tion and discussion. Yet today it re- 
mains one of the seemingly insoluble and 
least understood elements encountered in 
the development of principles of rate- 
making valuation. Indeed, it may accu- 
rately be designated the most intangible 
of the many intangible elements encoun- 
tered in valuation cases. As the situa- 
tion is described in a typical statement, 
“There is no element in public utility 
valuation as to which there is greater 
vagueness and confusion than this so- 
called going concern value. The courts 
recognize that some value ought to be 
added to a going concern over the bare 
bones of its physical structure, but they 
do not seem clear as to how much should 
be added or on what basis the amount to 
be added should be ascertained.” 


The writer’s purpose in the following 
pages is first of all to classify and illus- 
trate the more significant of the various 
constructions which have been made of 
the term “going value” in valuation 
cases; and second, to analyze and inter- 
pret from an economic point of view the 
logical application of these uses of the 
term. No attempt will be made to ana- 
lyze the present status of going value at 
law,” except insofar as court cases may 
serve to illustrate various attitudes to- 
ward the problem and methods of 
treating it. 


(Gar value is an intangible item 





1 Re Marin Municipal Water Dist. (Cal.), P. U. R. 
1915 C 433, 471. 

2 For a recent and careful survey and interpretation 
of going value decisions of the United States Supreme 
Court, see E. W. Bemis, ‘Going Value in Rate Cases 


What is Going Value? 


The first question which logically 
presents itself, therefore, concerns the 
nature of going value. The matter of 
definition is vital to the discussion of 
most problems in economics. As we 
have seen, the many ways in which 
going value has been construed make 
definition a particularly essential point of 
departure in this study. 

I have adopted the following classifi- 
cation of the meanings in which the term 
has been employed as being most useful 
and representative. However, it should 
not be considered a complete index of 
definitions. Going value has been 
described: (1) as an element similar to, 
if not identical with, good-will; (2) as 
simply that intangible attribute of a 
public utility which is established and 
successfully operating, with a profitable 
business and customers attached, com- 
pared with a utility which has not yet 
“‘won its spurs;” (3) as a differential: (a) 
between the market or sales value of a 
public utility and its appraised value as a 
successfully operating physical entity, 
or (b) between its appraised value as a 
successfully operating physical entity 
and the sum of the appraised values of 
the various distinct and separable items 
of tangible property; and (4) as an 
amount representing the necessary de- 
ficits sustained, or ‘“‘income necessarily 


in the Supreme Court,” 27 Col. Law Reo. 530 (1927). 


3 An excellent discussion of the various senses in 
which going value has been employed is to be found in 
City of Spring field v. Spring field Gas & El. Co.,P.U. R. 
1916 C 281, 358 (Ill. Commerce Com.). 
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foregone” by a utility, during its de- 
velopmental period.‘ 


Going Value as Good-Will 


In the maze of judicial opinions re- 
garding valuation for rate-making pur- 
poses, there is no term which is ap- 
parently more uniformly construed than 
“good-will.” Good-will is universally ex- 
cluded, at least when that label is at- 
tached. Judicial opinion in regard to its 
allowance is well expressed in Wilcox v. 
Consolidated Gas Co.’ ‘‘We are of the 
opinion that it is not a case for a valua- 
tion of ‘good-will’ The com- 
plainant has a monopoly in fact, and a 
consumer must take gas from it or go 
without. He will resort to the ‘old stand’ 
because he cannot get gas elsewhere. 
The court below excluded this item, and 
we concur in that action.” 


An even more logical basis for ex- 
cluding good-will from rate-making valu- 
ations may be found. Good-will is 
ordinarily considered an item of value 
because it represents a factor of addi- 
tional earning power. Other things being 
equal, a company with good-will earns 
more than a company without good-will. 
But in a rate-making valuation, when a 
basis for earnings is to be determined, to 
allow any item which depends upon 
earning power for its amount and valid- 
ity is clearly to indulge in circular reason- 
ing. A cause of earning power should 
not be used as a basis for earnings. 

It is interesting, however, to note some 


4 It has been suggested as a result of recent court deci- 
sions that going value is simply a concept which may 
prove useful to commissions and regulatory bodies in 
dispensing equity in valuation—an intangible something 
which may be added or refused at the discretion of the 
legislature or its agent to deal out justice in hard cases. 
See M. G. Glaeser, ‘“‘Some Aspects of the Going Value 
Concept,” 1 Journal of Land and Public Utility Eco- 
nomics, 435-443 (October, 1925). 

5212 U.S. 19, 52. 


of the opinions in which going value is 
allowed, and attempt to discover any 
difference in fact between it and the old 
good-will idea. For example, in dis- 
cussing the Indianapolis Water Com- 
pany in a recent decision,® the United 
States Supreme Court quotes with 
apparent approval the Indiana Com- 
mission: “Any reasonable man with a 
knowledge of this property and the local 
conditions would unhesitatingly affirm 
that it had a value far in exces of the 
value of the pipe, buildings, ground and 
machinery. Consider its earning power 
with low rates, the business it has at- 
tached, its fine public relations, its credit, 
the way the property is planned and is 
being extended with the future needs 
of the city in view, its operating eff- 
ciency and standard of maintenance, its 
desirability as compared with similar 
properties in other cities and with other 
utilities of comparable size in this city. 
These things make up a value that is 
real and not speculative. Jt would be 
considered by a buyer or seller of the prop- 
erty or by a buyer or seller of its securities.” 
(Italics ours.) The court then reproves 
the Commission for not making sufh- 
cient allowance for going value. None of 
these items is termed good-will, but 
some sound suspiciously like it. 


The common statement that going 
value is an item always present in the 
case of a successful public utility’ leads 
the New York Public Service Commis- 
sion to remark in a recent decision:® 


6 McCardle v. Indianapolis Water Co., 272 U. S. 400, 
414 (1926). 

TE. g. City of Springfield v. Springfield Gas & El. Co., 
291 Ill. 209; 125 N. E. 891 (1919); New York Telephone 
Co. v. Prendergast, 300 Fed. 822, P. U. R. 1925 A 491, 
497, in which the court gives a rather naive discussion 
of going value, concluding that “‘it is found that this 
plaintiff was created and does function, and functions 
very well; therefore it has going value, because it goes 
well. The amount may be difficult of ascertainment, 
but that going value exists is self-evident.” 
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“This theory of allowing going value 
because a utility goes well fails to com- 
prehend the difference between regula- 
tive public utility business and general 
business. It apparently defines going 
value as good-will, which may attach 
to a successful business other than a 
utility.” 

These illustrations show the tendency 
in valuation cases to allow for going 
value in a sense that is remarkably 
similar to good-will, although it is never 
given that designation. Other illustra- 
tions of a similar nature will be intro- 
duced in subsequent pages.° 


Going Value as the Attribute of a Utility 
Organized and in Successful and 
Profitable Operation 


This construction of the subject is 
difficult to analyze. It may be our friend 
good-will in disguise. It may, in fact, 
represent valuation on the basis of earn- 
ing power. It may mean exceptional 
management and efficiency, or it may 
represent a confused nothing. 

It would be fruitless here to illustrate 
all the different turns and connotations 
of going value of this general nature 
which are found in the decisions of vari- 
ous courts and commissions. As has 
been said in a recent commission case,!° 
“What is going value appears to be in a 
nebulous state so far as it can be de- 
termined from the decisions of many 
courts and commissions.” A few ex- 
amples will reveal how meaningless are 
some of these statements. 





® Re New York Telephone Company, P. U. R. 1926, 
E 1, 53. 

9 See pp. 62, 64, 66. 

10Re New York Telepnone Company, supra n. 9, 
at 50. 

" Re City of Sault Ste. Marie (Mich.), P. U. R. 1921 
E 321, 326. 

12 Re City of Lapeer et al. (Mich.), P.U.R. 1923 B 736, 
739, 740. 


One commission, after refusing to 
make any going value allowance on the 
basis of early losses, goes on to say: 
“We do feel that we should give con- 
sideration to the difference in the value 
of the gas plant as it now stands with 
its customers attached and what the 
bare plant would be worth without its 
customers attached.” This is stated 
after saying: “Going value has been 
described as being the difference in 
value between two identical utilities, 
one of which is a going concern, having 
sufficient customers connected to its 
lines to consume its output, and an 
efficient working organization, while the 
other is not a going concern, has no cus- 
tomers to consume its output and has 
not an efficient working organization 
with years of experience behind it.’”” 

Just what the commission has in mind 
baffles analysis. Overheads are not 
meant, for the same commission has 
dealt similarly with going value while 
allowing 15 % for overheads.” The com- 
mission does not definitely refer to the 
cost of developing an organization, or 
establishing successful managerial poli- 
cies, although these possibly may have 
been in mind. Logically, these items 
should not have been included, for they 
are proper operating expenses and cus- 
tomarily are allowed as such. In case 
revenues were not sufficient to cover 
all such operating expenses, plus a fair 
return, this fact would be reflected in 
early losses or deficits below a fair return. 
But this evidently was not the case, for 
the commission refused to make any 
allowance on such a basis. In view of the 
present control of accounting systems, 
losses or deficits below a fair return are 
the only evidence that operating costs 
such as advertising, attaching custom- 
ers, developing new business, organizing 
the staff of the company, have not been 
compensated. And if these expenses 
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have already been met out of charges 
paid by the customers, it is difficult to 
see the logic of a going value allowance 
of this kind in the rate base. 

The only other possible interpretation 
of this and similar allowances is that the 
commission has in mind the difference 
between the original or reproduction 
cost of a property, and the amount the 
property would bring on the market in 
view of its established operations." The 
fallacy and circular reasoning involved 
in such an allowance is as clear as it is in 
the case of good-will. Market value 
results from and is ordinarily measured 
by earnings and earning power. To use 
it as a factor in measuring the amount of 
a going value allowance, which is to be 
added to the rate base of a utility and 
thereby used as a basis for future earn- 
ings, is a fallacy sufficiently obvious 
to require no further elaboration.“ 

Another example of the fallacy of 
allowances of this nature is the following 
statement by a state commission, in 
which the uncertainty of meaning is 
striking: ‘That going value, that is, the 
difference in value between a going con- 
cern with an established business, and a 
plant completely assembled but without 
customers, is an element of value which 
must be taken into consideration in 
arriving at the fair value of the property 
of a utility for rate-making purposes, 
is no longer open to question. Such 
value must be fixed in a more or less 
arbitrary way, yet based upon ll 
pertinent facts and circumstances in 
each particular case. In this case we are 
of opinion that an allowance of 10% 


13 That this may be the actual thought in the mind of 
the commission is perhaps indicated by its statement at 
the end of a similar discussion. “In the case of sale and 
purchase, there is no doubt as to which of these two 
utilities (one with customers and which is a going con- 
cern and one which is not so developed) would command 
the larger sale price, all other things being equal.” Re 
City of Lapeer, supra n. 12, at 740. 





for this element of value is not exces- 
sive. "5 

The actual items or amounts for which 
the commission wished to make allow- 
ance in this case are not apparent. 
Whether allowances should be made for 
items which are not even defined by the 
regulatory authorities seems at least 
open to question. As pointed out above, 
if this difference between the value of an 
established and going concern and the 
value of a plant completed but without 
a business attached represents the dif- 
ference between actual cost, either origi- 
nal or reproductive, and market value, 
it clearly is not a logical element in a 
utility rate base. And if this is not the 
difference meant, what is it? Costs of 
developing a business are proper oper- 
ating charges. If they have resulted in 
early losses or deficits below a fair re- 
turn, that fact may well be introduced 
as evidence of going value. Otherwise, 
is it not fair to assume that such ex- 
penses have already been met from 
earnings? 

The logic of this proposition is clearly 
brought out by the Indiana Commission 
in Fort Wayne v. Home Telephone Co.," 
a case in which a separate allowance for 
going value was reluctantly made by the 
Commission: 


“Going value, as the courts have held, 
is an element of value over and above the 
value of the structural elements, which in- 
heres in a property which has an established 
business and is a going concern, and repre- 
sents the difference in value between the 
dead structural property fully completed 
but not in operation, and the same property 
financed, organized, successfully operating 


4 Contrast with Minnesota Rate Cases, 230 U. S. 352, 
458, 459, 461 (1913). 

1 Re Bluefield Water Works and Improvement Co., 
P. U. R. 1921 E 655, 663 (W. Va. Pub. Serv. Com.). 
This decision was later reversed by the U. S. Sup. Ct., 
262 U. S. 679, but the going value allowance was not in 
controversy. 

16 PU. R. 1920 D 83, 111. 
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with customers attached, and with revenues 
coming in. The fundamental equity of an 
allowance of value on such basis is less certain, 
in the judgment of the commission, than is its 
legality. 
“There is no fundamental incompati- 
bility between the two familiar theories of 
oing value, viz. (1) ‘dry bones and living 
Body’ and (2) ‘cost of developing and at- 
taching the business’ . . . financing and 
organizing the business and developing and 
attaching the patronage are what make a 
living body out of the dry bones. The two 
theories are merely different aspects of the 
same thing and are to be measured in the 
same way. If any further meaning is to be 
attached to the former theory, it is on ac- 
count of ‘good-will,’ which, it is generally 
agreed, is not an item on which a utility 
is entitled to a return. ‘4 
“In the opinion of this Commission, there 
is no warrant in equity for making an al- 
lowance for going value where the cost of 
development included in operating expenses 
was not so great as to prevent the utility from 
earning a reasonable return on its investment 
.” (Italics ours.) 


Going value has sometimes been con- 
strued to include to some extent superior 
management, efficiency, and other man- 
agerial attributes.’ It will suffice to point 
out that such corporate virtues may well 
look for their reward in the rate of re- 
turn, but certainly their capitalization 
and inclusion in the rate base of a utility 
ignores completely the economic bases 
of public utility regulation and valuation 
for rate-making. Clearly this is a con- 
fusion of value in the market sense 
applicable in private businesses, with the 
“value” upon which a public business is 
constitutionally entitled to earn a fair 
return. 





17 Certain writers have advanced this point of view, 
for example: ‘Going value is too complex to be meas- 
ured by any one element. It depends not only upon 
the excess of the return over legal interest on invested 
capital but also upon other elements, including the price 
at which the utility is able to render the service, the 
efficiency with which the utility functions and the na- 
ture of the relation which exists between it and the 
public which it serves. 


Going Value as a Differential 


In many cases going value, even 
though it may not be allowed as a 
separate and distinct amount, is never- 
theless used as a differential between 
two varieties of “value.” This dif- 
ferential may be either of two types: 
First, it may represent the difference 
between the market or sales value of a 
public utility and its appraised value as 
a successfully operating physical entity; 
Second, it may represent the difference 
between this same appraised value of 
the successfully operating physical en- 
tity and an amount which is the sum of 
the appraised values of the various 
distinct and separable items of physical 
property. 

On first thought this classification 
of the meanings of going value may be 
considered redundant, for the meanings " 
which have thus far been discussed 
might well be considered as differential 
amounts. The difference between the 
market or sales value of a utility and its 
appraised value as a successfully oper- 
ating physical entity may in fact result 
from or represent good-will, or other 
intangible elements, such as those al- 
ready pointed out, which ordinarily are 
reflected in market or sales value. 

However, it has seemed best to group 
these various elements separately, while 
recognizing the apparent duplication of 
meanings which may result. The reason 
for this seeming duplication is the desir- 
ability of considering the various con- 
notations of the term going value as 
nearly as possible as they are actually 


“|. . and going concern value, whether it con- 
sists in the power to earn a large income on the same 
unit price or to earn the same income on a lower unit 
price, results usually from sound business judgment and 
intelligent management, both of which are entitled 
to a proper reward.” W. H. Maltbie, Public Utility 
Valuation, (New York: McGraw-Hill, 1924, pp. 
87-88.) 
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presented in the cases. In that way the 
fallacies involved in the different uses 
of the term may be shown more effec- 
tively than could be done by grouping 
together a// uses of going value which 
are in any way suggestive of the dif- 
ferential between market value and the 
appraised value of the utility as an 
operating physical entity. 

a. Differential between market or sales 
value and the appraised value of a success- 
fully operating physical entity. Many of 
the previous illustrations introduced 
conceptions of going value in which the 
market idea of value as applied to 
private businesses was undoubtedly in- 
volved. The confusion between market 
value, which ordinarily is the resultant 
of actual or potential earning power, 
and “value” as a basis upon which to 
compute the necessary fair return, has 
been almost universally condemned 
whenever it has been recognized.'® As a 
result, most going value allowances, 
which in fact involve the market value 
fallacy, do so unconsciously and not 
deliberately. 

That such clear applications of the 
market value concept do occur is well 
illustrated by the following statement of 
the New Jersey Supreme Court.!® ‘We 
think that if by value we mean what the 
economists call exchange value, then a 
buyer would undoubtedly give more for 
a plant already doing a profitable busi- 
ness than for a plant of equal cost, 
capacity and future possibilities but with- 
out the established business. To a 
purchaser, the assurance of an im- 
mediate return is worth paying for.” 





18 For a leading judicial exposé of the fallacy of mar- 
ket value in public utility rate making, see supra n. 14. 


19 Public Service Gas Case, 84 N. J. L. 463, 477 (1913). 


20 See Smith and Dowling, Cases on Public Utilities, 
(St. Paul: West Publishing Co., 1926), note by R. L. 
Hale, p. 997, in which he makes similar conclusions 
after quoting from the decision of the Illinois Sup. Ct. 


This statement is made after the Court 
had said: “The argument addressed to 
us on the other side is that all the so- 
called going value appears in the valua- 
tion of the physical plant at cost of re- 
production; the suggestion is that unless 
there was going value, the physical 
value would be mere junk, and that the 
difference between the valuation of the 
physical plant at its cost of reproduction 
and its valuation as junk is the true going 
value. The argument seems to us specious 
rather than sound.” 

Here the introduction of the market 
value idea is quite plain. Many other 
statements regarding going value, a few 
of which have been presented in the pre- 
ceding pages, would lead one to believe 
that similar principles of market or ex- 
change value must have been in the 
minds of the commissioners or judges. 
Otherwise, it is difficult to find any ex- 
planation for the analyses of going value 
that frequently are presented.”° 

b. Differential between the appraised 
value of the physical items of property and 
the total value of the property as a suc- 
cessfully operating entity. This construc- 
tion of the going value concept is more 
tangible and capable of analysis than 
those which have thus far been dis- 
cussed, although much confusion has 
nevertheless become attached to it. 
Going value, as the differential between 
the sum of appraised values of the 
physical items of property and the total 
value of the successfully operating en- 
tity, does not involve any separate or 
distinct allowance for going value as a 
separate measurable item. In essence, 





in City of Springfield v. Spring field Gas & Elec. Co., supra 
n, 7, at 222, where the court said of going value: “This 
element of value is always present in every assembled 
and established plant doing business and earning 
money. It is a property right and must be considered 
by the commission in determining the value of the 
property upon which the utility has a right to make a 
fair return. . . .” 
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it means simply that the physical prop- 
erty of a utility is evaluated or ap- 
praised on the basis of its being a suc- 
cessfully operating unit, rather than 
merely a collection of physical items, to 
each of which a dismantling or “‘sepa- 
rated” value might otherwise be at- 
tached. 

The leading court decision supporting 
this interpretation of going value is 
Des Moines Gas Co. v. City of Des 
Moines, a case which has often been 
misconstrued. The special master for 
the lower court in the Des Moines case 
had placed a valuation of $2,100,000 on 
the physical property, including an 
allowance of 15 % for overheads. Origi- 
nally he had added to this figure an ad- 
ditional amount of $300,000 for “going 
value,” construed as the added value 
which results from a well-developed and 
paying business. 

After preparing this valuation, the 
master was influenced by the decision 
of the Supreme Court in the Cedar 
Rapids case,” in which no separate 
allowance for going value was made. He 
therefore submitted merely his physical 
valuation of $2,100,000, saying:* ‘The 
physical value as hereinbefore deter- 
mined is reckoned upon the fact that the 
plant was in ‘successful operation’ when 
the ordinance was enacted, otherwise 
its value would be much less. The ‘going 
value’ (which he excluded from his final 
valuation) is that enhancement which 
results from a well-developed paying 
business.” 

Upon appeal to the United States 
Supreme Court, going value was the 





1 238 U.S. 165 (1915). 

2 Cedar Rapids Gas Light Co. v. City of Cedar Rapids, 
223 U.S. 655 (1912). 

% Supra n, 21, at 170, where the report of the master 
to the lower court is quoted. 

“ Tbid., at 165. 

% Tbid., at 166. 

* Tbid., at 171. 


principal point at issue. The Court 
declared that an element of going value 
undoubtedly exists in an established 
utility plant, but it upheld the master’s 
report to the lower court in which he 
excluded any separate and additional 
allowance for going value, as we have 
seen. The Court said:* “That there is an 
element of value in an assembled and 
established plant doing business and 
earning money, over one not thus ad- 
vanced, is self-evident. This element 
of value is a property right and should 
be considered in determining the value of 
the property upon which the owner has a 
right to make a fair return when the 
same is privately owned, although dedi- 
cated to a public use. Each case must be 
controlled by its own circumstances and 
the actual question here is: In view of 
the facts found and the method of valua- 
tion used by him, did the master suffi- 
ciently include this element in determin- 
ing the value of this company for rate- 
making purposes?” 

The Court then indicated that it was 
not applying the Wisconsin “deficits” 
idea in its analysis:> “. . it is not 
to be presumed, without proof, that a 
company is under the necessity of mak- 
ing up losses and expenditures incidental 
to the experimental stage of its business.”’ 

Not content with this, the Court 
definitely stated how it was construing 
“going value: “When, as here, a 
long-established and successful plant of 
this character is valued for rate-making 
purposes, and the value of the property 
fixed as the master certifies upon the 
basis of a plant in successful operation, 
and overhead charges have been allowed for 
the items and in the sums already stated, 
it cannot be said, in view of the facts of 
the case, that the element of going value 
has not been given the consideration it 
deserves and the appellant’s contention 
in this behalf is not sustained.” (Italics 
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ours.) Clearly, this means the Court con- 
sidered that a sufficient sum had been 
allowed by the master, when he had 
appraised the items of physical prop- 
erty and had added thereto the over- 
heads and organization intangibles, but 
excluded an additional and separate 
allowance of $300,000. 

In line with this opinion, commissions 
have recognized going value as a factor 
influential in arriving at the final “fair 
value,” without attempting to make a 
separate allowance for this item, or to 
define or explain just how much weight 
has been accorded in the final valuation. 
In this way, great latitude of adminis- 
trative discretion is gained which other- 
wise would be lost to the courts through 
their exercise of judicial review. The 
Interstate Commerce Commission is 
following this interpretation of the going 
value question in its valuation of the 
railroads, despite the storm of protest 
that has been raised by the carriers. 

In the Bangor and Aroostook case?’ 
the commission said in regard to the 
carrier’s claim for going-concern value: 
“When we come to a consideration of 
final value we view and value the prop- 
erty as that of a common carrier fully 
organized and operating and with busi- 
ness attached. In the instant case the 
values assigned to the property are not 
those of a dead plant, but of a going 
concern. In making up the inventory we 
apply prices to the different parts of the 
property in the light of the fact that it is 
a railroad and doing business; otherwise 
the prices applied would be scrap prices. 
Our methods are similar to those adopted 
in the case of Des Moines Gas Co. v. 


27 Bangor &§ Aroostook Railroad Company et al., 97 
I. C. C. 153, at 166-7 (1925). 

28 Re Final Valuation of Elgin, Foliet 8 Eastern Ry. 
Co., 84. 1. C. C. 587, 617 (1924). 

29See also San Pedro, Los Angeles & Salt Lake Ry. 
Co., 75 1. C. C. 463 (1923); Texas Midland R. R., 75 


City of Des Moines.” Again in the Elgin 
case”® the Commission says: “We have 
not only valued these properties as a 
going concern, but in our estimate of 
the cost of reproduction new we have 
included organization expenses, the ex- 
penses of general officers and clerks, 
law expenses, expenses of stationery 
and printing, taxes and other general 
expenditures, and interest during con- 
struction. We have included working 
capital. We do not find that there are 
any other values or elements of value 
that pertain to the property of these 
carriers to which we can assign a money 
value.” 

Similar interpretations of going value 
are found in decisions of the Federal 
courts. For example, the United States 
District Court for the Eastern District 
of Kentucky, in a case®® in which a 
separate going value allowance was con- 
ceded, says in part: “ but such 
value generally is the out- 
growth of the expenses incident to as- 
sembling in one unit all the various parts 
which go to make up the whole. These 
expenses have received consideration in 
estimating overhead expenses during 
and prior to construction . . . In 
addition to this, general overhead charges 
of every conceivable kind have been 
included It is extremely dif- 
ficult to conceive of any other elements 
which might go into the property to 
increase its value as an entirety over 
the aggregate of component parts, and 
we must not, in the name of going concern 
value, sanction the inclusion of mere good- 
will as predicated upon earning capacity.” 
(Italics ours.) 


I. C. C. 1 (1918). Nearly all the valuation decisions of 
the Interstate Commerce Commission, both tentative 
and final, contain similar statements. 


30 United Fuel Gas Co. and Warfield Natural Gas Co. 
v. Railroad Commission of Kentucky et al., 13 F. (2d) 510, 
$21 (1925). 








to. 
spr 
goi 
val 
anc 
Th 
nor 
wh 
anc 
exp 





Zin 
ve 
Sa 


ive 
eX- 
ks, 
ry 
ral 


are 


s of 
rive 


Co. 
10, 








INTERPRETATIONS OF GOING VALUE 67 


The above illustrations* are adequate 
to establish the nature and rather wide- 
spread existence of an interpretation of 
going value as a differential between the 
value of the physical parts of a property 
and its total value as an operating unit. 
This construction makes going value a 
non-separable element of rate base value, 
which is practically identical with allow- 
ances for the various classes of overhead 
expenses. 


Going Value as Losses Necessarily 
Incurred or Income Foregone 


The idea of treating going value as 
necessary losses and income foregone was 
first advanced by the Wisconsin Rail- 
road Commission. It was formulated in 
what is known as the “Wisconsin 
Method”’ of treating going value. 

The Wisconsin Method, as applied 
in the well-known case of Hill v. Antigo 
Water Company, was based upon the 
theory that the costs of establishing a 
successful business, as evidenced by the 
income or fair return not received during 
the “developmental period”’ of the busi- 
ness, were essentially as much a part of 
the investment as the direct outlays in- 
curred in the acquisition of land, build- 
ings and other physical property. The 
reason for this attitude seems to have 
been the belief that businesses operating 
in a carefully regulated market could not 
offer sufficient inducement for an ade- 
quate flow of new capital at low cost 
unless they were allowed, within certain 
limits, the same privilege of making up 





51 See also Re Helena Light & R. Co., P. U. R. 1920 D 
668, Cincinnati & Suburban Telephone Co. v. P. U. C. 
of Ohio, 113 O. S. 259, 295 (1925), for similar analyses. 

23 W. R. C. R. 623 (1909). 

33 Oconto City Water Supply Co., 7 W. R. C. R. 497 
(1911); State Four. Printing Co. v. Madison Gas and 
Elec. Co., 4 W. R. C. R. 501, 585, 586 (1910); City of 
Beloit v. Beloit W., G. and El. Co., 7 W. R. C. R. 187, 
277 (1911). 


pioneering losses which private business 
has. Although Wisconsin has followed 
the policy of capitalizing necessary early 
losses, ithas recognized the possibility of 
amortizing rather than capitalizing such 
costs. Furthermore, the amount added 
to the rate base by this method has not 
been allowed to include losses due 
to careless and unprogressive manage- 
ment or to utility construction far in 
advance of the needs of the community.* 


The attitude of the Wisconsin com- 
mission may be conveniently summarized 
from the Commission’s headnotes to the 
Antigo case. 


Of the business alone of the plant the 
valuation that is most equitable for rate- 
making purposes appears to be best repre- 
sented by the losses during the earlier years 
or by the deficits from operation during the 
development period These losses 
or deficits had to be met by the owners and 
may be said to constitute the additional 
investment necessary to build up the busi- 
ness. These deficits therefore represent the 
cost of the business in very much the same 
way as that in which the cost of construc- 
tion represents the cost of the physical plant. 
In fact, the one appears to be as legitimate 
and necessary a part of the cost of the 
enterprise as a whole as the other, or of that 
cost upon which a reasonable amount of 
interest and profits should be earned. This 
appears to hold good at least until the 
deficits or the investments occasioned by 
them have been made good and restored to 
the investors, either through surplus profits 
orin some other form .. . in the long 
run such treatment or its equivalent to the 
investors is necessary in under- 
takings of this character in order to obtain 
the capital that is required. 

The cost of building up the business may 
also be dealt with in another way with sub- 
stantially the same results to the investors. 
Instead of being charged to the capital ac- 
count it may be gradually written off by 
being charged directly to the consumer and 
then returned to the investors .. . 
When treated in this manner the cost of 
building up the business becomes only a 
temporary charge against the consumers, 
but is shifted from all the consumers of a 
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plant to only a part of them. In other words, 
a part of the total cost of securing the plant 
and its business is extinguished or wiped out 
at the expense of those who may be con- 
sumers during the amortization period, and 
for the benefit of all future consumers. 
Since such plants are built for future as well 
as for present consumers, the question 
naturally arises whether this method is just 
and equitable as between consumers. . . 
If the cost of the business alone is legitimate 
and necessary, then it would also seem to 
follow that this cost should be borne by all 
the consumers rather than by a part of 
them . . . The best way of distributing 
this cost over all the consumers is to charge 
it to the amount upon which the returns 
should be reasonable. 

Likewise, the Wisconsin Method ap- 
pears to have included a determination 
of the extent to which the early deficits 
of the developmental period of the busi- 
ness were recouped by the utility in 
subsequent earnings. As described in 
City of Green Bay v.Green Bay Water 
Co., ** “the method which has been fol- 
lowed by the commission aims to deter- 
mine as far as possible what the actual 
cost of developing the business in ques- 
tion has been, and to what extent, if at 
all, such losses have been recovered in 
later years of operation.”® 

The “deficits method” has frequently 
been limited to only the necessary 
deficits below a fair return on the in- 
vestment of the present owners. This 
point of view is expressed in a decision 
of the New York Supreme Court:** “In 
determining whether the plaintiff is to 
be entitled to a ‘going value,’ it must be 
borne in mind that in Igo! it took over 
an established and going concern and 


411 W.R.C. R. 236 (1913). 


35 See also: In Re Rates and Rural Service of Monroe 
County Tel. Co., 18 W. R. C. R. 890 (1917). For an 
important decision upholding the Wisconsin Method, 
see Kings County Lighting Co. v. Wilcox, 210 N. Y. 
479 (1914). 

3 N.Y. Interurban Water Co. v. Mt. Vernon, P. U. R. 
1920 D 515, 521. A similar idea is intimated in Ga/- 
veston El. Co. v. City of Galveston, 258 U.S. 388 (1922), 


did not start the water business, but con- 
tinued, extended, and expanded an al- 
ready established enterprise; and in the 
absence of proof to the contrary, it must 
be assumed that its income was suff- 
cient to pay a fair return upon its actual 
investment, and the burden of proving 
otherwise rests upon the plaintiff . . .” 


As originally developed, the Wiscon- 
sin deficits theory was employed with 
the investment standard of valuation. 
By other regulatory authorities it has 
been applied in conjunction with other 
standards of valuation, as we shall see 
subsequently. 

The Wisconsin Method since its in- 
ception has had widespread influence 
upon the decisions of both courts and 
commissions. In recent years it has in- 
deed been more actively used in other 
jurisdictions than in that of its origin. 
It also has been criticized from a number 
of standpoints. For example, the charge 
has been made that the Wisconsin 
Method guarantees a fair return to a 
utility; that extravagant and poor man- 
agement are encouraged by the deficits 
principle; that a consistent application of 
the method results in the “ridiculous 
circumstance” of a bankrupt utility 
possessing a larger ‘“‘value” than a suc- 
cessful and profitable concern. 

A more substantial criticism is offered 
by those who argue that losses or deficits, 
even granting their necessity, do not 
represent investments and should not be 
included in the rate base. Proponents 
of this view ordinarily admit, however, 
that necessary deficits or losses should 





in which the Court remarks in a note, at p. 395, “if 
what is to be considered in determining the net deficit is 
not the result of operations from the beginning of the 
enterprise, but the result of operations since the present 
owner acquired, in other words, the return on its invest- 
ment, we are left without the data necessary to deter- 
mine the fact.” See also State Four. Printing Co. 0. 
Madison Gas and El. Co.,and City of Beloit v. Beloit W., 
G. and El. Co., supra n. 33. 
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be compensated, but urge that the com- 
pensation should be made by allowing a 
rate of return sufficiently liberal to 
amortize any proper amounts of this 
character, or “sufficiently high to at- 
tract them (the investors) into the field 
under the particular conditions involved, 
among which is the possibility of little or 
noreturn during the first few years.’’” 

Some courts and commissions have 
adopted this view of the question. Best 
known have been the decisions of the 
former New York First District Com- 
mission, in which it applied a policy of 
amortizing such losses or deficits rather 
than adding them to the rate base.*8 


In so far as these elements of going concern 
value are transitory and call for expenditures 
year after year, it is obvious that they 
should not be paid out of capital, but should 
be charged as a part of operating expenses 
. . . But it ordinarily happens during 
the first few years of operation that the com- 
pany does not earn a fair return. How, then, 
are the investors to be made whole? 

There are two solutions. One is to capital- 
ize the losses or deficiencies below a fair 
return and all the other elements which are 
said to be included in “going concern” 
‘ To follow this solution of the 
problem would open the door wide to over- 
capitalization, financial manipulation, and 
the misappropriation of funds. The other 
solution is to charge all such expenses to 
operation, to attempt to make no fine-spun 
distinctions and then permit the company 
to charge in later years rates sufficient to 
offset its deficiencies below a fair return in 
the first few years Then the rates 
of return to be allowed upon the investment 
should be such as to offset losses in early 
years. This principle is adopted in this case, 
and no further allowance is made for “going 
concern” in determining the fair value of 
the property. 

In summary, it appears that of the 
various uses of the term “going value” — 
as good-will; as merely an intangible 


attribute of a utility organized, with 





37 See B. W. Lewis, “Going Value—Comments on its 
Nature and Legal Status,” American Econ. Review, 
December, 1927. 


business and customers attached, and in 
profitable operation; as a differential 
between the original or reproduction 
cost of a successfully operating utility 
and its market or exchange value; as a 
differential between the original or 
reproduction cost of a successfully oper- 
ating entity and the value of its separate 
physical parts; or as an amount repre- 
senting the necessary deficits below a fair 
return—only the last two have logical 
significance. And of these two, that 
which construes going value as being 
simply the difference between the ap- 
praised value of the separable units of 
property and total fair value computed 
on the basis of original or reproduction 
cost presents no problem. In reality, 
it amounts to little more than saying 
that all necessary overheads should be 
added to the appraised value of the 
various physical items constituting a 
utility plant, and that the properties 
should be valued as a successfully oper- 
ating unit, rather than as merely a col- 
lection of physical units to which a 
dismantling or “junk” value might be 
attached. This use of the term is best 
illustrated by the Des Moines case and 
by the valuation decisions of the Inter- 
state Commerce Commission.* 
Concerning the validity of this con- 
struction of going value there can be no 
dispute. Unfortunately, however, the 
concept of going value is confused by the 
obscure language used in discussing it. 
Undoubtedly, the lack of clarity or 
frankness sometimes found in the deci- 
sions of the Interstate Commerce Com- 
mission and other bodies may be traced, 
in part at least, to the uncertain position 
of the courts on this point, and the de- 
sire of the commissions to build a useful 
camouflage against the frequently de- 





38 Queens Borough Gas & El. Co. 2P. S.C. 1st D., 
N. Y,, 5445 568-569 (191 1) 
39 See pp. 65, 66. 
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structive and discouraging results of 
judicial review. 

Going value in the sense of necessary 
losses and deficits below a fair return, 
therefore, remains the one use of the 
term which is constructive in nature. 
Going value as ascertained by the Wis- 
consin Method, or by variations of this 
method, constitutes a definite and sig- 
nificant addition to the theory of rate- 
making valuations, provided only that 
its fundamental premises are accepted 
as valid. 


It is believed that the economic sig- 
nificance of this type of going value has 
been much obscured by the failure to 
discuss the problem with reference to 
the several theories or standards of 
of valuation. Although the so-called net 
deficits theory originated in close asso- 
ciation with the investment standard of 
valuation, its use outside of Wisconsin 
often in connection with other stand- 


ards of valuation has resulted in a serious 
confusion of premises, and in many 
illogical applications.*° Consequently, 
the validity of the Wisconsin method 
may be considered profitably from the 
standpoint of the investment basis of 
valuation, the cost of reproducing the 
existing plant, the cost of reproducing 
the service, and finally, from the his- 
torical or actual cost basis of valuation. 
That method of analysis will be followed 
in the second section of this discussion. 





40In addition, the economic validity of the entire 
going value concept has been challenged by recent 
writers. (See particularly H. B. Vanderblue, ‘Rail- 
orad Valuation” (Boston: Houghton Mifflin Co., 1917), 
pp. 166-177; B. W. Lewis, “Going Value—Comments 
on Its Nature and Legal Status,”’ op. cit.) The prin- 
cipal points of criticism relate to the practical difficul- 
ties inherent in the application of going value in this 
sense, and to the alleged economic fallacy of considering 
the necessary deficits below a fair return as a portion 
of the investment or sacrifice upon which a utility 
should be allowed to earn a fair return. Certain of 
these criticisms will be considered in the following sec- 
tion of this discussion. 
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THE ASSESSMENT 


IN CHICAGO, 


OF REAL ESTATE 
1927 


By GRACE MERTSKY ! 


Institute for Research in Land 

Economics and Public Utilities 
has been making an intensive study of 
real estate assessments in Chicago, 
under the direction of Dr. Herbert D. 
Simpson of the Institute Staff. More 
than 6,500 real estate transfers have 
been analyzed, and the sales values 
established in these actual sales have 
been compared with the assessed valua- 
tions, as made by the Board of Assessors 
and Board of Review. 

Previous reports? have analyzed the 
assessments of 1923 to 1926, inclusive. 
In cooperation with the Joint Commis- 
sion on Real Estate Valuation, ap- 
pointed by the Board of Commissioners 
of Cook County in the autumn of 1926, 
these studies have been carried through 
1927, and the results are summarized 
below. These results, it should be noted, 
apply to the quadrennial assessment of 
1927, as made by the Board of Assessors, 
before revision by the Board of Review. 
At the time of writing, the final valua- 
tions by the Board of Review for 1927 
have not been completed. 

In Table I the average level of assess- 
ment is shown for each year since 1923. 
In this and the following tabulations, 
assessed value means the figure placed 
by the Board of Assessors or Board of 


D) sti: the past two years, the 





'1Henry Strong Scholar in Urban Land Economics 
at Northwestern University, 1927-1928. 


2 The Fournal of Land and Public Utility Economics, 
August, 1927, pp. 329ff; Herbert D. Simpson, The 
Assessment of Real Estate for Taxation in Chicago 
(pamphlet), July 1927; 4 Study of Assessment Methods 
and Results in Cook County, prepared by the Joint 
Commission on Real Estate Valuation for the Board 
of County Commissioners of Cook County, July 1927. 


Taste I. Recorp or ASSESSMENT THROUGHOUT FIVE 
Years, CHIcaGo, 1923-1927 














Average Per- 
centage of 
Assessed to 
Sales Value 
of All Prop- 
erties Studied 
Initial Quadrennial Assessment of 1923........ 35-4 
—— of 1923 after Revision by Board of 
Assessment of 1924 after Revision by Board ot |  **° 
SOMNUN Ss. 3 cu ros Caigimacenene ces be aaneee wad I. 
Asgecament of 1925 after Revision by Board of 74 
SELLE LLL LLL ID LEILA I 1.2 
Assessment of 1926 after Revision by Board of . 
NEKO CRRE HOES COS 06.0468 64 HOE KORE 1.3 
Initial Quadrennial Assessment of 1927........ = 





Review as representing the full value 
of the property.® 

It will be observed that in the four- 
year period from 1923 to 1926, inclusive, 
in the process of revision by the Assessors 
and the Board of Review, the average 
assessment dropped from 35% to 31% of 
actual value. This was in a period of 
advancing real estate values. If the 


3 Prior to 1927, 50% of this value was adopted for 
purposes of taxation. 
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annual appreciation could have been 
registered in the figures, the declining 
ratio of assessment to sales value would 
have been still more pronounced. The 
figure for 1927 represents an abrupt in- 
crease of 27% in the average case of 
assessment. 

Both movements, the decline from 
1923 to 1926 and the abrupt increase in 
1927, illustrate the natural tendency of a 
quadrennial system of assessment. The 
initial assessment wears away year by 
year throughout the period and has to be 
abruptly restored at the end of it, to- 
gether with any additional increase 
made necessary by the expansion of 
governmental needs in the interim. 

In Table II is shown the distribution 
of rates of assessment for 1927. It will 
be noted that the inequalities are fully 
as great as those in previous years, with 
assessments ranging all the way from 
1% to over 100% of actual value. There 
is some apparent concentration in the 


Taste II. DistripuTion oF ASSESSMENTS ACCORDING 
TO PERCENTAGE OF ASSESSED TO SALES VALUE 
in CuHIcaco 


(Initial Quadrennial Assessment, 1927) 

















Number of | Percentage] 

Percentage of Properties of Total Value of 

to Assessed at | Number Properties 
Sales Value Indicated of Prop- Represented 

Percentages erties 

TOO. Successes 56 -93 | $ 1,917,600 
GTO 10....000. 149 2.47 4,264,700 
SEBO 18. 6:0 000.00 251 4.16 11,775,500 
16to 20........ 387 6.41 12,944,800 
arto 25........ 563 9.33 22,289, 100 
26to 30........ 817 13.54 24,598,400 
31 to 35........ 787 13.04 25,196,300 
36to 40........ 759 12.58 23,862,800 
41 to 45........ 635 10.52 21,628,300 
46to 50........ 440 7.29 19,698,800 
S1to 55........ 308 5.11 9,566, 800 
56 to 6o........ 200 . 3-32 6,605,800 
61 to 65........ 180 2.98 9,428,900 
66 to 70........ 105 1.74 3,720,800 
GEOR FB. cciecees 101 1.66 3,041,200 
76to 80........ 74 1.22 3,938,400 
81 to 85........ 61 1.01 2,850,200 
86 to 90........ 52 -86 1,539,500 
g1 to 95........ 32 53 1,852,500 
96 to 100........ 26 -43 1,613,500 
101 and over...... 52 .87 2,655,100 
Totals........ 6,035 100.00 | $214,989,000 














range from 26% to 45%, but this is a 
wide range; when converted into terms 
of 100%, it is equivalent to a range of 
57 to 100. In terms of property value, 
any apparent concentration extends 
























































a SETI, 
CHARTS 
COMPARISON OF ASSESSMENTS, BY CLASSES OF PROPERTY 
ASSESSMENT OF '927 

100 

@ 90 
3 
< 

> 
u“ 
we 
a 

< 70 
” 
° 

- 60 
ry 
2 

4 %”° 
io” 
o 

ae 
$ 

& » 
s 
Fe 

2 2» 
e 

10 

3 AXA 
—_— “= °° °”~—| ae. nee er rege tty 4 oosinass ‘no wees macy 





TYPES OF PROPERTY 














in 

an 
the 
tot 
din 
sal 
rel; 
arr 
hot 
lev 
for: 


Lleol shoe te tomtom) 
[a a = a ad ad dd... ee 


OSS SPay AI saeonnnn 


F 





I 


J} SPSSSSSSooggsssssssssss | 





ASSESSMENT OF REAL ESTATE IN CHICAGO 73 


Tae III. Inrr1aL QUADRENNIAL ASSESSMENTS IN CuICAGO BY CLASSES OF PROPERTY, 1927 








Average Percent- 








; Number Value of age of Assessed 
Classes of Property Arranged in Order of Percentage of of Prop- Property to Sales Value 
Assessed to Sales Value erties Represented 
1927 1926 
Office and Bank Buildings................ ccc cece cece eeee eee 2 046,700 | 65.46 . 
Hotels, Theaters, and Amusements............--+--see serene a ' ry po ig be aa ane 
RICITAN ERM MES ee rcs eke Set cao sas 5 dod. © Si oberw iareineeie arn terers 129 13,870,800 | 46.71 | 38.1 


Retail and Wholesale. ............ 0... cece cee eee 
Miscellaneous and Unclassified.................000005 
Apartment Buildings.............. 0... cee cece cece eee 
Combined Business and Residence................+++: 
VTE LETT ea hea a er ares enone ee 
Daplexsior Twocllats <5... 566s ccc cee eee eeeecccne 
Single-Family Residences...............0 00 ce eee eeeee 


WANG os 5 5 0'sis 's:acareiw ofa lao tei Sa sare ein cies 


Levala vere 850 


paverten 6,035 


453 21,146,600 | 45.45 | 36.3 
256 9,675,700 | 40.26] 30.9 
1,588 80,381,900 | 38.71 | 32.3 
565 21,700,100 | 36.82] 29.5 
842 21,008,400 | 36.16 | 19.7 
13,690,900 | 35.74 | 29.4 
1,298 21,241,600 | 34.96 | 27.7 





$214,989,000 | 39.83 | 31.3 

















from 21% to 50%, which is equivalent 
to a range of from 42 to 100. 

The results are visualized in Chart I, 
in which the assessments of 1923, 1926, 
and 1927 are compared. In this chart, 
the horizontal dimension represents the 
total number of properties, the vertical 
dimension the percentage of assessed to 
sales value. The curves represent the 
relative assessments of 6,035 properties, 
arranged in descending order. The three 
horizontal lines represent the average 
level of assessment for each year. Uni- 
form assessment of all properties at these 


Taste IV. AssESSMENT OF SINGLE-FAMILY 
RESIDENCES, CHICAGO, 1927 
























Percentage of Number | Percentage Value of 

A C0) of Prop- | of Total Property 
Sales Value erties Number | Represented 
5 -38 $ 124,700 
21 1.62 557,200 
80 6.16 1,691,700 
96 7-40 1,579,900 
145 1r.17 2,328,600 
210 16.18 2,904,600 
200 15.41 2,987, 100 
174 13.41 2,637,900 
123 9.48 2,193,100 
73 5.62 1,093, 100 
51 to 57 4-39 1,028,600 
56 to " 24 1.85 443,100 
61 to | 27 2.08 384,400 
66 to 13 1.00 208 , 000 
71 to 17 1.31 238,700 
76 to — 10 77 350, 400 
81 to 6 -46 81,000 
86 to f 6 :46 98,500 
91 to 95 2 -16 23,000 
96 to 100.......... 4 -31 164,500 
1or and over........ 5 .38 123,500 
| re £1,298 100.00 $21,241,600 











levels for each year would have resulted 
in the same aggregate assessment and 
the same revenue yield as those obtained 
by the actual assessment, with its wide 
range of discrimination. | Measured 
mathematically, the curve for 1923 has 
an average deviation from uniformity 
of approximately 40%; that for 1926 a 
deviation of 37%; that for 1927, 36%. 
In Table III the properties have been 
classified, and the average rate of assess- 
ment shown for each group, for both 
1926 and 1927. It will be noted that 





Cs= _ 


DEVIATION FROM UNIFORMITY. 
SINGLE-FAMILY RESIDENCES 
~ ASSESSMENT OF 1927 


PERCENTAGE OF ASSESSEO TO SALES VALUE 





@ 2 © 69 2 29 30 33 40 48 30 33 OO 09 = © 


OER CENT OF TOTAL NUMBER OF PROPLATICS 























74 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


single-family residences, which stood 
next to the lowest in 1926, are now re- 
ceiving the lowest rates of assessment; 
and that the assessment of vacant land 
has very nearly doubled. 

The results are visualized in Chart II. 


If the low average rate of assessment 
on private homes were conferred on all 
home-owners equally, some grounds of 
justification might be found for it. That 


such is not the case is shown in Table IV 
and the wide range of discrimination in 
the assessment of home-owners is clearly 


illustrated in Chart III. 


A full report, covering the results of 
the entire study and including an 
analysis of Chicago assessments from 
1923 to 1927, inclusive, will be issued 
some time within the next two months. 














THE STATUS OF LAND AND CAPITAL IN THE 


ELEPHANT BUTTE IRRIGATION DISTRICT 
By ARTHUR L. WALKER AND ALBERT S. CURRY 


practiced in the arid regions of the 

southwest to a limited extent since 
prehistoric times. When the Spanish 
explorers from the south entered the 
territory now known as New Mexico and 
Arizona, they found the remains of 
ancient aqueducts and also found the 
natives irrigating crops of various kinds 
by means of water diverted from the 
rivers and small streams.! “The earliest 
authentic record we have as to the 
practice of irrigation, comes from the 
memoirs or reports of Cabeza de Vaca 
in 1536, Coronado in 1541, and, 41 years 
afterwards, in 1582, Antonio de Espejo; 
wherein mention is frequently made of 
the Pueblo Indian tribes in the Rio 
Grande Valley who cultivated the soil 
and secured abundant yields of wheat, 
corn, melons, etc., by means of ditches, 
diverting the water from the river upon 
the fertile Rio Grande soil.’ 

The natives who inhabited the Valley 
between the time of the coming of the 
Spanish explorers and the present have 
continued to use practically the same 
methods of irrigation and construction 
that were used by the Indians. These 
ditches were constructed by means of 
the water level principle after an esti- 
mate of the fall had been made. This 
accounts for the fact that the ditches are 
extremely crooked and have few, if any, 
cuts and fills. The Rio Grande Valley of 
New Mexico is known as the American 
Nile, because of its rich and fertile soil 
and upon this river the Elephant Butte 
Project is located. 


. probably has been 





1R. P. Teele, Irrigation in the United States, (New 
York. D. Appleton & Co., 1915) p. 9. 


In 1892, when the citizens of El Paso 
realized the need for a means of con- 
trolling the annual flood menace and at 
the same time providing for the eco- 
nomic use of flood waters of the Rio 
Grande River for irrigation purposes, 
they formed a company to build an 
international dam near that city. After a 
careful examination of conditions, en- 
gineers found that the cost of such an 
undertaking would be practically pro- 
hibitive because of the expense of con- 
struction and the necessity of reimburs- 
ing home owners in the valley above the 
proposed dam whose lands would be 
submerged. In 1893 the same group of 
individuals combined with citizens of 
Las Cruces, a New Mexico town 40 
miles distant, in an organization which 
was known as the Rio Grande Dam and 
Irrigation Company. Their plan was to 
construct a storage dam near Elephant 
Butte and build diversion works and 
canals along the river. The large expen- 
diture of funds which would be required 
for the completion of the project, in the 
face of the adverse economic conditions 
prevalent at the time, made it necessary 
for this company to abandon the plan. 

Later, Dr. Nathan Boyd, a Virginian, 
saw the possibilities of the project and 
decided to give it his support. He went 
to Europe in 1894 and formed a com- 
pany to furnish funds for the enterprise. 
The engineer employed by this com- 
pany made a survey of conditions, sub- 
mitted a favorable report, and work was 
begun on the canals and diversion dams. 
Several areas of land were blocked out 





2C, D. Miller, The Irrigation Resources of New Mex- 
ico, p. 3-4 (1911). 
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and contracted for sale. A splendid 
start toward a complete irrigation sys- 
tem had been made when operations of 
the company were stopped in 1897 by 
the International Boundary Commis- 
sion because of complications with Mex- 
cio and parties interested in the river for 
purposes other than irrigation. This 
action resulted in many years of litiga- 
tion, which involved several small for- 
tunes and was only checked when the 
people of the valley asked for the present 
reclamation project. This action was 
taken soon after the Reclamation Law 
was passed.’ 


Legislative Activities 


An act appropriating the receipts 
from the sale and disposal of public 
lands in certain states and territories to 
the construction of irrigation works for 
the reclamation of arid lands was passed 
by both Houses of Congress and ap- 
proved by the President of the United 
States, June 17, 1902. Some of the out- 
standing features of this Act were as 
follows: (a) A “reclamation fund” was 
created whereby the moneys received 
from public land sales could be used in 
examinations and surveys for the con- 
struction and maintenance of irrigation 
works and for the storage, diversion, and 
development of waters needed to reclaim 
arid and semiarid lands in these states 
and territories; (b) The Secretary of the 
Interior was authorized to make ex- 
aminations and surveys and to locate 
and construct irrigation works; to with- 
draw from public entry the lands re- 
quired for any irrigation works contem- 
plated under the provisions of the 


Act; and, when it was found that any 


3G. B. Anderson, “The Conquest of the Desert,” 
25 Out West, pp. 109-123. (August, 1906.) 

4 For full text of the Reclamation Act, see 32 U.S. 
Statutes at Large, Pt. I, ch. 1093, p. 388 (57th Congress, 


1901-3). 


irrigation project was practicable, to 
contract for the construction of the 
same in such portions or sections as 
might be practicable to construct and 
complete as parts of the whole project, 
provided the necessary funds for such 
portions or sections were available in 
the reclamation fund; (c) When in 
carrying out the provisions of this Act 
it became necessary to acquire any 
rights or property, the Secretary of the 
Interior was authorized to acquire the 
same for the United States by purchase 
or by condemnation under judicial 
process. A plan for beginning work 
under the Reclamation Law was sub- 
mitted to the Secretary of the Interior 
by the Director of the Geological Survey 
and was approved on July 8, fIg02, 
authorizing the creation of the “Re- 
clamation Service.” 


Even before this date attention was 
directed to the Rio Grande Valley. 
“The Reclamation Service of the United 
States Geological Survey began investi- 
gations on the Rio Grande on March 1, 
1902,”° realizing that the construction 
of a storage dam would give a more 
dependable irrigation system than ex- 
isted at that time in the Mesilla and 
El Paso Valleys. 


Engineers of the Reclamation Service 
carefully studied conditions in the Mesilla 
and El Paso Valleys and considered the 
possibilities of dams at both El Paso, 
Texas, and Engle, New Mexico. “The 
survey of the Engle reservoir site and 
the dam site was completed in August, 
1903,’¢ at which time the director of the 
Reclamation Service reported in part as 
follows: “‘So far as known, the only site 
for such a dam and reservoir on the 
river is the site selected by the reclama- 





5 2nd Annual Report, United States Reclamation Ser- 
vice, p. 377 (1902-1903). 
$ Ibid., p. 95 (1902-1903). 
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tion engineers below Elephant Butte, 
near Engle, New Mexico.”’” 

The text of the report of the director 
of the Reclamation Service indicated 
clearly that a logical location for the 
dam and reservoir had been definitely 
decided upon, but before the approval 
of the project could be obtained and 
construction begun the claims of Mexico 
had to be considered, which were 
“certain prior rights to the use of the 
water of the Rio Grande and also cer- 
tain treaty rights as regards naviga- 
tion.’””8 

Accordingly a treaty was entered into 
with the Republic of Mexico on May 
21, 1906, in which the United States 
agreed to furnish in the river bed at the 
head of the old Mexican Canal near El 
Paso 60,000 acre-feet of water per 
annum to be used in Mexico. This was 
approximately the amount that had 
been used for about 300 years in the old 
Mexican Canal prior to 1880, since 
which time irrigation by American 
citizens on the headwaters in Colorado 
has caused a deficiency in the low water 
flow of the river at the head of the canal. 
In return, the Mexican government 
waived all other claims to water in the 
Rio Grande above the town of Fort 
Quitman, Texas, and all claims for past 
damages from shortages of water. To 
make the project still more feasible, 
Congress by an act of June 12, 1906 
extended the provisions of the Reclama- 
tion Act to the state of Texas.® 

The signing of the treaty with Mexico 
removed the greatest obstacle to the 
construction of the dam, and consider- 
able progress was made in the develop- 
ment of the project. Additional impetus 
was given by a convention between the 





_” 3rd Annual Report, United States Reclamation Ser- 
vice, p. 420 (1903-1904). 

_* 2nd Annual Report, United States Reclamation Ser- 
vice, p. 62 (1902-1903). 


United States and Mexico, proclaimed 
January 16, 1907, which made $1,d00,- 
000 available as needed, to be expended 
under the direction of the Secretary of 
the Interior in connection with the irri- 
gation project on the Rio Grande.! 
Before the provisions of the Reclama- 
tion Act could be utilized, a Water 
Users’ Association in New Mexico and 
one in Texas had to be formed, including 
in this membership all the farmers on 
the proposed project. Some of these 
farmers had rights of priority and others 
had water rights given them through 
Spanish land grants. However, it was 
necessary for them to release these 
rights and join one of the associations so 
that a greater acreage of farm land could 
be put into cultivation. The construc- 
tion of the dam was to insure the farmers 
a constant and sufficient supply of water 
and protect them from periodical floods 
which in the past had damaged agri- 
cultural operations to the extent of 
several thousands of dollars annually. 
Nevertheless, actual construction on 
the Elephant Butte Dam was not begun 
until 1911, nine years after the Reclama- 
tion Act was passed. The reservoir 
created by this structure enables the 
irrigation of the Mesilla and El Paso 
Valleys. This dam is one of the largest 
irrigation structures in the United States. 
A large amount of money, time, and 
energy was required for surveys, organ- 
ization, and the completion of other de- 
tails which extended over a period of 
seven or eight years previous to the be- 
ginning of construction work on the dam 
itself, which alone required about five 
years for completion. In addition to 
this it was necessary to construct diver- 
sion works, remodel some of the old 





9 sth Annual Report, United States Reclamation Ser- 
vice, pp. 220-221 (1906). 

10 6th Annual Report, United States Reclamation Ser- 
vice, p. 155 (1906-1907). 
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community ditches or acequias, and in 
places construct new ones, as well as 
to install a large number of headworks 
and turnout boxes, in order to complete 
the distribution system. After the irri- 
gation system was placed in operation 
many of the lands became water-logged 
and arrangements for drainage facilities 
became necessary. 


Construction Works 


The main dam was finished in 1916 at 
a cost of about $5,000,000. Its reservoir 
affords flood protection and supplies 
sufficient water for the farmers living 
below the dam for a distance of 100 
miles or more. ‘The maximum height 
of this dam from deepest excavation to 
the top of the parapet wall is 306 feet. 
It has a width at the base of 215 feet 
and contains approximately 600,000 
cubic yards of concrete masonry.” 

The reservoir as completed has a ca- 
pacity of over 2,600,000 acre-feet of 
water. At the time this project was 
inaugurated it was the largest irrigation 
project in America. Upon completion, 
which is assured in the near future, the 
project will include approximately 386 
miles of drains and about 632 miles of 
canals and laterals, all of which must be 
maintained and operated. 

The Leasburg Diversion Dam, located 
at the upper end of the Mesilla Valley, 
was completed in 1908 at a cost of 
$97,000. This dam is a reinforced con- 
crete weir, resting on piles. The Mesilla 
Diversion Dam, which is 20 miles below 
the Leasburg Diversion Dam, was con- 
structed in 1916 at a cost of $126,000.” 
The function of these two and similar 


11 Dean W. Bloodgood, “Drainage in the Mesilla 
Valley of New Mexico,” New Mexico Experiment Sta- 
tion Bulletin 129, p. 6 (1921). 

12 Thid., p. 8. 

13 “Trrigation Projects,’ Department of the Interior, 
Pp. 20 (1920). 


dams placed at intervals in the river 
channel is to divert the water from the 
river to the adjoining farming com- 
munities. Eventually about 155,000 
acres of land in New Mexico and Texas 
will be reclaimed as a result of the insti- 
tution of this project. 


The average elevation of the Mesilla 
and EI Paso Valleys is 3700 feet above 
sea level and the temperature ranges 
from eight degrees below to 105 degrees 
(Fahrenheit) above zero. Annual pre- 
cipitation is about 10 inches, with only a 
trace of snow. The soil is rich alluvium 
and sandy loam, being formed largely 
by river overflow, and when irrigated, 
produces crops of cotton, alfalfa, corn, 
wheat, melons, fruits and vegetables." 


Land Settlement and Farm Development" 


Only a small percentage of the total 
acreage in the Mesilla and El Paso Val- 
leys was in cultivation at the time of the 
inauguration of the Rio Grande Federal 
Irrigation Project. The water supply 
was limited and very uncertain as the 
river flow varied from practically noth- 
ing during drought periods to floods 
during the rainy season and, hence, only 
a minimum acreage could be operated. 
In 1915, just before the storage works 
were completed, 33,876 acres were under 
irrigation and 142,523 acres were irri- 
gated in 1926. An average of approxim- 
ately 10,000 acres was put under irriga- 
tion annually, the greatest development 
being evident from 1922 to 1926. During 
the years of 1917, 1918, Ig1g9, and 1920 
the increase in irrigated acreage was 
small, partly because of the war situa- 
tion and also because seepage conditions 
were at a maximum. 


4 Data relative to subjects treated under “Land 
Settlement and Farm Development” were supplied 
through the courtesy of the United States Reclamation 
Service, with offices at E] Paso, Texas. 
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A similar development is seen when 
we consider the number and size of farms 
and the proportion of each farm operated. 
In 1915 there were 1,096 farms, averag- 
ing 37 acres each, although only 31 acres 
per farm were irrigated. The remaining 
6 acres on each farm were uncultivated 
lands or were used for yards and corrals. 
In 1926 there were 4,562 farms, averag- 
ing 33 acres each, but the same number 
of acres (31) were irrigated. This shows 
a substantial decrease in the amount of 
uncropped land. The increase in number 
of farms has been continuous since 1915, 
but the number of acres per farm varied 
until about 1920. The entire acreage of 
the farms, however, was not cropped 
and, in fact, even the entire irrigated 
area on each farm was not producing 
crops. As an average during the period 
from 1921 to 1926, inclusive, each farm 
contained 32 acres, only 25.4 of which 
were cropped. The other 6.6 acres per 
farm yielded no returns. Close observa- 
tion indicates that about 2 acres on the 
average farm are used in the farmstead. 
The remaining 4.6 acres, or approxi- 
mately 14% of the acreage per farm, 
yield no returns, which displays the 
need for a more efficient farm layout. 

Practically the same primitive meth- 
ods of irrigation used by the Indians 
continued in use until a short time after 
the construction of the dam. During 
the past few years, however, there has 
been considerable improvement in irri- 
gation methods. Prominent features of 
the old system were the partial leveling 
of land, and putting up of borders or 
dikes to make basins which were about 
40 feet square. As these basins were 
filled with water, a portion of the land 
was covered to a depth of a foot or more, 
while a part was only barely covered. 
On those areas where water was applied 
to the greater depth, the crops were 
damaged, while the crops on the areas 


that were barely covered suffered in a 
short time from lack of moisture, which 
resulted in low yields of crops of uneven 
quality that did not command a top 
price on the market. This method has 
gradually disappeared with the influx 
of new farmers and at the present time 
a large amount of the poorly prepared 
land is being releveled. A change in the 
type of farming, made necessary to meet 
financial obligations, and the use of 
methods approved by experience have 
been factors in bringing about this bet- 
terment. Doubtless thousands of dollars 
were lost and many farmers were disap- 
pointed with the poor results of their 
efforts, attributable to the lack of super- 
vision in clearing and preparing their 
land. 

Dr. Elwood Mead pertinently com- 
ments on this question by saying that 
“building canals is only the 
initial stage in reclamation. Preparing 
the land for cultivation, securing settlers 
and teaching them the technique of 
irrigated farming are all necessary. 
There is the same need for organization 
and constructive planning and expert 
direction in the succeeding stages as in 
the first At the outset there 
was the mistaken but confident belief 
that building canals would alone create 
agriculture; that once water was avail- 
able settlers would rush in and without 
aid or direction complete the difficult 
and costly work of clearing and leveling 
the land and do the many other things 
needed to change deserts into farms.”® 

Chambers of commerce and various 
other organizations have taken an ac- 
tive part in inducing settlers to come to 
this project. They have broadcasted 
information concerning farming and 
social and economic opportunities by 
means of local papers, booklets, letters 





18 “Federal Reclamation—What It Should Include,” 
Department of the Interior, p. 3 (1926). 
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and personal contact. Advertising media 
of this type have had a great deal of 
influence in inducing farmers to settle 
here. It has been impossible for these 
organizations to keep accurate records 
of the results obtained. However, one 
chamber of commerce estimates that 
from November, 1923 to June, 1927, by 
the use of 20,327 booklets sent out in 
reply to a like number of inquiries re- 
ceived, it induced approximately 500 
settlers to establish residence on the 
project. Another organization estimates 
that through its activities, 450 settlers 
have been influenced to make their 
homes here. It is needless to point out 
that probably 90% of these people were 
attracted by the wonderful climate or 
other natural advantages and knew 
nothing about irrigation farming. 


The fact that the settlers induced to 
come by this form of advertising repre- 
sent only a small percentage of the total 
has alleviated many of the difficulties 
which other reclamation projects have 
suffered as a result of not selecting 
settlers. The Rio Grande, like most 
other “Federal projects, had no settle- 
ment restrictions and neither plan nor 
money to organize and advise the un- 
schooled to overcome the obstacles 
which confronted them,” says Dr. 
Mead" who adds: “Public opinion was 
generally averse to such measures or to 
any restrictions on settlement. Few 
settlers had money enough to carry on 
their farming operations. The distress 
caused by shortage of funds was intensi- 
fied by absence of any crop program 
or marketing plan.” The fact that the 
Valley of the Rio Grande was in large 
measure settled at the time the Rio 
Grande project was installed under 
Federal auspices in part accounts for the 
success of the project, for practically all 





16 Thid., p. 5. 


those in the valley before the Elephant 
Butte Dam was constructed had a 
thorough knowledge of the problems en- 
countered in irrigation farming. 

A positive statement concerning the 
tenancy situation on the project is 
hazardous because only a few minor 
studies have been made and these in- 
dicate that tenancy has not yet reached 
a constant stage. The studies show that 
27 % of all farms are at present operated 
by tenants, which is not considered an 
unhealthy condition. The fact that cot- 
ton production has been an important 
farm enterprise during the past few 
years has been of considerable influence 
in increasing the percentage of tenants. 
Some owners make a practice of leasing 
undeveloped land for a year or more to 
tenants who are willing to perform, as 
rent, the services of clearing and level- 
ing. Tenants have received fair returns 
from this practice, since cotton grows 
moderately well on newly prepared land 


and on. the average has sold for good. 


prices during the past few years. The 
percentage of tenant-operated farms de- 
creased from 1925 to 1926, which is 
partly explained by the fact that many 
tenants became owners during the period 
because of the relatively high prices 
received for cotton from 1920 to 1925. 


Production Problems 


The increase in the total cropped 
acreage in the project resulted in more 
water being used, which in time filled 
the ground and finally came to the sur- 
face. Evaporation caused alkali to be 
deposited upon the soil surface and 
created the need for an efficient drainage 
system. In 1918 there were about 100,- 
ooo acres of seeped land on the project 
which was more than: 50% of the ulti- 
mate total number of acres to be brought 
under cultivation. The remedial mea- 
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sure adopted for the elimination ‘of the 
surface. water was the construction of 
open drains. This work has been com- 
pleted and as a result only a small per- 
centage of the total acreage is now 
seeped. Thus far the drains have 
served satisfactorily for eliminating the 
seepage water, but as it receded some 
alkali remained upon the surface in 
many places. Leaching has been prac- 
ticed to carry away these harmful salts 
but before this can be efficiently done 
the land must be thoroughly leveled and 
bordered with dikes to hold the water 
over the area being washed. This is an 
expensive process, requiring an expendi- 
ture of about $35 per acre, which amount 
includes the costs for labor and water. 

Gophers have been a serious pest to 
the farmers and project operators. They 
burrow through the ditch and canal 
banks, causing thousands of dollars loss 
annually by wasting water, flooding 
crops and necessitating large expendi- 
tures for repairs. Various methods of 
controlling these pests have been tried 
but those in most common use are 
trapping and poisoning. Some farmers 
have obtained good results by paying 
bounties of five or ten cents per gopher 
to boy trappers in the community. 

Summer floods are another serious 
menace to a number of farmers, as well 
as to the Reclamation Service. They 
originate on the nearby mesas and come 
down the arroyos, causing damage to 
canals and growing crops. 


Capital 


The proper and intelligent use of 
capital is of primary importance in the 
development of an irrigation enterprise. 
The principle of deferred payments has 
been adopted in the construction of all 
Federal irrigation projects. At the time 
the Reclamation Service was organized, 


the law provided for the repayment of 
construction charges, drainage, etc., in 
Io annual installments. “On August 13, 
1914, a law was passed providing for an 
extension of time of payment from Io to 
20 years . . . Twoper cent is required 
during the first four years, then 4% and 
next 6%, on the portion of the construc- 
tion charge unpaid. In all cases the 
owner must pay the cost of operation 
and maintenance.””!” 

To obtain the best results from the 
use of irrigation water, fields must be 
properly prepared, which is a costly 
operation, sometimes amounting to as 
much as $50.00 per acre. It is only 
natural to assume that the average 
owner with limited capital could prepare 
only a few acres each year. In some 
cases men leveled only such an acreage 
as their finances would permit, leaving 
a portion of their holdings idle. Others, 
instead of doing a thorough job of pre- 
paring a small acreage, roughly fitted 
a larger acreage and consequently the 
land did not produce bountifully. Small 
yields reduced the returns on such lands 
and made it difficult for owners to pay 
interest charges on the capital invested 
and retire a pro rata share of the con- 
struction costs. 

The Rio Grande project, at the time 
construction of the dam was started, 
differed from many other projects in 
that all the land was privately owned. 
Some lands were much more valuable 
than others, which was in a certain 
measure reflected in the sale price of 
land in different sections of the project. 
This caused great variation in the 
capital requirements of different owners. 
The assurance of a reliable water supply 





11 73th Annual Report, United States Reclamation 
Service, p. 15 (1913-1914). The period of repayment 
has been both extended and contracted in recent legis- 
lation. See R. P. Teele, Economics of Land Reclama- 
tion, (Chicago: A. W. Shaw Co., 1927) pp. 78 ff. 
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for irrigation purposes and the fact that 
speculators and prospective home own- 
ers became active in the settlement of 
the project, also tended to increase the 
price of land. As a result the purchase of 
a farm necessitated considerable capital, 
which as a whole was loaned at a high 
rate of interest. To meet interest pay- 
ments, retire a certain portion of the 
indebtedness of construction, and make 
a living made a “man-sized” job during 
prosperous years. With the decline in 
prices of agricultural products and the 
necessity of paying a greater share of 
construction costs, the problem for the 
average farmer has been even more 
difficult. Generally speaking, farms in 
the project are at present sufficiently 
well organized to pay expenses for the 
management of the farm and _ their 
rightful share of the maintenance charges 
for the irrigating system, and to retire a 
reasonable amount of the cost for dams 
and canals annually. Dr. Mead’s 
recommendation, ‘“The payments of the 
initial years must be made as easy as 
possible,’’!® could well be adopted as a 
policy to serve the best interests of all 
operators in the Rio Grande Irrigation 
Project. The unstable condition of the 
agricultural industry has been notice- 
ably felt by the majority of farmers on 
the Rio Grande project and to meet the 
payments of the maximum annual con- 
struction charge with present conditions 
so unfavorable may seriously affect the 
well-being of the project. 


Investment and Indebtedness 


A study of the capital investment and 
indebtedness on 69 farms in the Mesilla 
Valley was made in January, 1927. 
The total investment per farm was more 
than $17,000 and the indebtedness ex- 





18 “‘Federal Reclamation—What It Should Include,” 
op. cit., p. 15. 


ceeded $7,400 per farm, the ratio of 
indebtedness to investment being 43%. 
Land and live stock constituted the 
more important forms of security for 
loans. Owners borrowed 38% of the 
capital invested in land and owned 78% 
of the capital invested in live stock. 
Loans with personal notes as security 
were common to the 69 farms under 
investigation. Seventeen per cent. of the 
borrowed capital was secured in this 
manner. 

When irrigation works are completed 
by the Federal government, a levy of 
costs is pro-rated to each acre included 
in the project. In the case of the Rio 
Grande project this amounted to $90 
per acre. Capital necessary for the con- 
struction of such improvements was 
lent to the water users’ associations 
without interest at the time the 
Elephant Butte Dam was built. This 
loan is secured by a contract with the 
water users’ association and as such 
constitutes a prior claim upon the land. 
It is paid back at the rate of $1.80 per 
acre the first four years that water is 
available for land, $3.20 per acre the 
fifth and sixth years, and $5.40 per acre 
during the seventh to twentieth years 
inclusive. In addition to these charges 
landowners must pay annual operation 
and maintenance charges. 

Water facilities are considered an 
improvement of the land and the charges 
for such are assessed against the owner 
rather than the operator. This provides 
a means of keeping titles clear, as the 
owner must give proof that the taxes 
on land and improvements have been 
paid. In case suitable arrangements 
have not been made, irrigation water is 
withheld. After presenting a tax receipt, 
and paying operation and maintenance 
charges and that portion of the construc- 
tion charge due the association, a water 
user is given the irrigation privilege. If 
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these requirements are met, he is entitled 
to one acre-foot of water. The second 
acre-foot is charged for at a rate of 75 
cents and each acre-foot in addition to 
this is sold for 40 cents. 

The shortcomings of this system of 
financing an irrigation project are ap- 
parent from statements made in some 
of the previous paragraphs. The lower 
charges for the first six years have been 
met without any great sacrifice but 
the size of payment required for the last 
14 years will constitute a serious handi- 
cap unless the prices of agricultural 
products increase. In a specialized agri- 
cultural region these charges may not 
be exorbitant, but to meet the expenses 
of farm operation, pay taxes, construc- 
tion costs and the charges for operation 
and maintenance will call for the most 
frugal kind of management by the 
farmer growing the most common crops 
on the Rio Grande project. 

An analysis of the long-time credit 
situation on a limited number of farms 
in the Rio Grande project brought some 
very interesting facts to light. Of the 
total of 69 farms studied, 58 borrowed 
capital for a period of three years or 
more, 34, or 59% of which secured 
capital from private individuals with 
first mortgages as security. Eight per 
cent. interest was paid on an average 
loan of $4,000 per farm. A Federal Farm 
Loan Association lent an average of 
$1,300 at 544% on 1g farms, or 33% 
of the number using long-time credit. 
Loan and mortgage companies made 
loans on 8 farms, or 10% of the total, 
using credit for a long-time period. An 
average loan of $632 per farm was made 
by companies of this character at an 
average rate of 8%. 


Loans running from six months to 
three years are secured by chattel 
mortgages and second mortgages on 
land. Local banks have played an im- 


portant part in furnishing capital for 
intermediate credit needs. Seventeen 
of the 69 farms studied borrowed an 
average of $400, paying 914% interest. 
A few loans of this character were 
secured from private individuals, in 
which case 8 % interest was paid. 

Farmers who had need for short-time 
credit loans gave chattel mortgages and 
personal notes as security. Local banks 
and private individuals were the more 
important sources for floating such loans. 
However, crop-contracting companies 
were more or less prominent in making 
loans for cotton production. Banks lent 
an average of $685 per farm at an aver- 
agerateof9 14%, with interest paid in ad- 
vance in the majority of cases. Private 
individuals lent only a small amount to 
borrowers for short-time use but interest 
charges in no case exceeded 8%. Since 
cotton has proved to be the key crop for 
the Mesilla and El Paso Valleys, com- 
panies often contract the crop and with 
the assurance of delivery lend money to 
growers. From the reports secured the 
average interest rate on money lent by 
these companies was 20%. 

The benefits of the Federal loan agen- 
cies are not available to all settlers on 
the project, and through necessity they 
are driven to seek financial aid from con- 
cerns which charge high rates of interest. 
Capital for use in the production of 
crops is paid for at excessive rates in 
many instances. Dr. Mead’s recom- 
mendation for this situation is: “Many 
settlers who love farming and who, if 
given a chance, will become good farm- 
ers have inadequate capital. They 
should be helped to get a start by means 
of credit banks or other special arrange- 
ments.’”?® If these so-called “credit 
banks” were authorized to lend money 
for production without too many attend- 





19 “Federal Reclamation—What It Should Include,” 
op. cit., p. 13. 
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ing difficulties, much would be accom- 
plished in reducing the financial troubles 
of settlers. 


Conclusion 


Had all the land in the Rio Grande 
Project been fenced, cleared, leveled, 
and prepared for crop production as 
sson as the dam was completed, thou- 
sands of acres would probably have 
been operated profitably. instead of 
being a burden to the pioneer farmers. 
Many families found it very difficult to 
meet expenses because they had to place 
their lands in a productive condition 
before satisfactory yields could be ob- 
tained. This was a slow, tedious process. 
The natural desire was to place as much 
land under irrigation as possible and the 
consequent poor preparation and small 
yields of low quality crops resulted in 
minimum returns per acre. 

Such movements which assist in mak- 
ing all the land pay its way at the outset 
create the most desirable condition. It 
is very difficult for a settler to pay con- 
struction and other costs for an entire 
farm when he is able to till only a por- 
tion of it, yet this is virtually what 
happens when a settler attempts to 
make a home on a new and undeveloped 
tract with inadequate financial resources 
or outside aid. 

If the present policy of requiring 
settlers to have at least two years ex- 
perience and a minimum capital of 
$2,000.00 in money or equivalent had 
been in effect at the time the Rio Grande 
project was inaugurated, many of the 
natives would have been excluded be- 
cause of their inability to meet the latter 
requirement for, though they held title 
to lands, their holdings were usually 
small tracts of little value and practically 
unimproved. 

The adoption of a policy to eliminate 
the activities of speculators would doubt- 


less have been beneficial. Many in- 
dividuals, seeing the probability of 
higher land values, made purchases of 
lands that were certain to be included 
in the project, held them without doing 
any development work until the per- 
manency of the project was established, 
and then sold at a profit. This action 
was not only detrimental to the rapid 
settlement of the project but those farm- 
ers who settled and improved their lands 
had to stand a portion of the develop- 
ment and operation costs of lands lying 


idle. 


More than Io years have elapsed since 
the Elephant Butte Dam was com- 
pleted and, while all lands under the 
project are not being irrigated, the non- 
irrigated acreage constitutes only a small 
proportion of the whole. The installation 
of drainage works and other improve- 
ments have practically eliminated all 
land troubles; farmers as a whole have 
become adept in the principles and ap- 
proved practices of irrigation; and specu- 
lation in lands has practically ceased in 
the Rio Grande Federal Irrigation Pro- 
ject, which reflects considerable progress 
in a single decade. Yet, in spite of the 
strides in advance, the farmers are still 
confronted with difficult problems: (1) 
Obtaining production credit at reason- 
able rates of interest, and (2) securing 
an extension of time for payment of 
construction costs. With prices of agri- 
cultural products at a low ebb and the 
project situated at a great distance from 
principal markets, the returns to pro- 
ducers are exceedingly small, which 
makes it difficult for them to pay annual 
costs of construction, a charge of a 
dollar and more per acre for operation 
and maintenance of the irrigation sys- 
tem, taxes that are mounting annually, 
and reasonable wages of management, 
to say nothing of interest on capital in- 
vested in the business. 
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THE SIZE OF RETAIL BUSINESS DISTRICTS IN 
THE CHICAGO METROPOLITAN REGION 


By COLEMAN WOODBURY 


NYONE who has followed the 
A published material on planning 
and zoning in this country during 

the last 12 or 15 years, or who has given 
time for a fair review of this material 
finds init at least two significant changes. 
At one time city planning was urged 
mainly as a problem of engineering and 
aesthetics. Cities were to be made more 
beautiful and more systematic. Public 
attention was focused on parks, bridges, 
public buildings, and boulevards. To- 
day we find a new note predominating. 
The general director of plans and sur- 
veys of the finest planning organization 
in the United States begins the foreword 
to a recently published monograph, 
“The purpose of making a city or re- 
gional plan being to express, in graphic 
form and in statement of principles, how 
to develop land for the best economic 
and social uses . . .,” and on the 
next page writes: “City planners need 
to join with the economist in recognizing 
the fundamental interrelations between 
the location and ground plans of cities, 
the direction of growth, the distribution 
of utilities, the currents of travel and the 
types of building—between all these 
elements and social conditions of urban 
growth and the values of land. Too 
many city plans have been based on 
financial or political expediency rather 
than on sound economic principles.’”! 





1Thomas Adams, Foreword to “Land Values” by 
Lewis, Heydecker, and O’Hara, Regional Plan of New 
York and Its Environs, 1927. 


* The latest report of the Division of Building and 
Housing of the United States Department of Com- 
merce states that more than 30,000,000 people in 553 


The architect, the landscape architect, 
and the engineer are not replaced but 
are being reenforced by the land eco- 
nomist. Land utilization is becoming 
the central word of city planning, as 
well as of urban land economics. Perhaps 
it would not be overstating the case to 
describe the better city planning of 
today as urban land economics applied. 

Closely connected with this develop- 
ment has been the recognition of the 
region, an economic unit, rather than 
the city, the political unit, as the proper 
unit of planning in metropolitan centers. 
Here again the older idea is not over- 
thrown but enlarged. Control of land 
uses through zoning ordinances meets 
jurisdictional difficulties when the polit- 
ical unit seeks to extend its authority 
beyond the political boundaries. Never- 
theless, it has been found that often 
zoning is ineffective because the area of 
economic forces is broader than the 
area of political jurisdiction. Regional 
and county planning associations are no 
longer novelties and many cities are 
trying to extend their control over out- 
lying subdivisions and_ recreational 
grounds. 

Zoning is both a result and a cause of 
these shifts of emphasis in urban plan- 
ning. And with the phenomenal spread 
of this type of control? has come the 
more or less distinct recognition of three 





municipalities, comprising over 55% of the urban 
population of the country, were living under zoning 
laws on July 1, 1927. _ Practically all this zoning has 
taken place since 1916, when New York City enacted 
the first comprehensive zoning ordinance in the United 
States. 
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parts to the problem of zoning a city— 
the location of the various use districts, 
the determination of the relative size 
of the different districts, and the fixing 
of the height, area, and population 
density regulations to be applied to each 
district. In determining these last- 
named regulations the knowledge and 
experience of the lawyer, the traffic en- 
gineer, the public health officer, the fire 
marshal, and the social worker must be 
heavily drawn upon. This is the phase 
of zoning—the restrictions on the im- 
provements placed upon urban land— 
that has received the major share of 
discussion to date. This is perfectly 
natural. Professional men who have 
given their time to the study of traffic 
congestion or public health have valu- 
able information and opinions directly 
applicable to zoning regulations. Also 
it was perhaps the most practical way 
to start. With the evils caused by over- 
crowding in our larger cities, to wait 
years for a developed body of economic 
facts on other phases before attempting 
any zoning would have been foolish. 


But the fact remains that fixing the 
relative size and location of use dis- 
tricts is as much a part of zoning as the 
direct regulation of building heights or 
area. In planning a new district or sub- 
division this is keenly appreciated. To 
this part of zoning the economist can 
make the greatest contribution. A 
fair amount of material on the location 
of use districts has given help on one side 
of the problem. The preference of rail- 
ways and industrial plants for level sites 
is well known. The desirability of 
quietness and of frequent open spaces 
in the residential sections is readily ac- 
knowledged. But ow much land shall 
be set aside for industrial purposes or 
for retail business use? If the munici- 
pality has not some reasonably accurate 
information on this question, its zoning 


is going to be haphazard to a certain ex- 
tent. Blind copying of other cities and 
towns helps matters not at all; the very 
essence of regional planning is to pro- 
vide scientifically for differences in the 
economic organization of the towns and 


TasLe I. Retrait Business FrontaGeE 1n Use 1n 
SELECTED CITIES IN THE CHICAGO REGION 























Business 
Frontage 
. in Front Type 
Cities Feet per | Population] o 
100 City 
Population 
Momence............ 90.7 2,480 | R* 
Blkhorn..............0+- 89.5 2,430} R 
Crown Point......... 87.0 4,110] R 
Bristol and Yorkville..| 81.2 1,210] R 
Ly on ee 79.4 5,680 | If 
Burlington........... 79.1 4,390 | I 
Libertyville.......... 66.4 3,600] R 
oodstock........... 66.3 5,706] R 
Naperville........... 64.8 4,500] R 
Barrington........... 63.7 3,000} R 
Palatine. .......005.5. 61.7 2,500} R 
Chicago Heights...... 58.1 24,200] I 
Valparaiso........... 57-9 7,600] R 
Lake Forest.......... 56.4 5,100] R 
Evanston............ 55.8 51,000] R 
Melrose Park......... 55.2 10,150 | I 
QMO Boies gsi c:c)0.cs-5-0 siere's 54.2 50,000} I 
Kenosha............. 54.0 52,700 | I 
Homewood........... 51.7 3,500] R 
St. Charles........... 51.6 5,100} R 
Des Plaines.......... 50.9 7,500 | I 
Downers Grove....... 49.9 5,700] R 
PMs sires rore sicvecea eid 49.5 33,500 | I 
PIAIOY oes 5 sia ccssieccs 49.3 15,300] I 
Wheaton............. 49.1 6,200} R 
CLC a 48.9 10,800 | I 
Blue Island.......... 48.4 16,500 | I 
POON ssh siheacus nic 48.1 45,000 | I 
Jeli eh) 46.4 5,400| R 
Gary...... Siwannaea 45.5 95,000] I - 
Michigan City........ 45.0 28,600 | I 
Wilmette............ 43-7 12,400} R 
Riverside............ 41.0 5,000} R 
Winnetka............ 39.8 9,800} R 
Calumet City.........] 39.5 9,950| R 
Glen Ellyn........... 39.0 6,000}; R 
Walaa. 6 oss otic 54 38.0 4,300} R 
Glencoe.............. 37-5 4,870] R 
Park Ridge........... 36.8 8,000} R 
River Forest......... 22.4 7,440| R 
Wo tal soi Cities 6 6:5.<:4-6:0:5 «6959-08 586,216 


* Residential city. 
7 Industrial city. 


cities within the region. If the district 
laid out on the zoning map is too small, 
it must later be expanded at the expense 
of surrounding districts. This means 
slow growth, friction, and dissatisfaction. 
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On the other hand, if the district laid 
out is too large, an uneven development 
results, and the district is marred by 
many vacant lots which usually repre- 
sent poor investments to the individual 
and waste of natural resources to the 
community. 


Method of Investigation 


With the intention of supplying infor- 
mation on a small part of this question, 
this study of the retail business frontages 
required by different cities and villages 
within the Chicago metropolitan region 
was begun in the summer of 1926. The 
first step was definitely to limit the study 
to retail business frontage. Fifteen 
classes of retail business uses were out- 
lined. Care was taken not to include 
uses which should more properly be set 
off in a wholesale district or a light 
manufacturing area.‘ 

It should be emphasized that the 
purpose of this classification was to 
clarify the bounds of the class of uses 
called retail business. The object of the 
study was not to enumerate all the re- 
tail uses required by a community but 





3 The first part of the project was outlined and worked 
out with the aid and direction of the Secretary of the 
Chicago Regional Planning Association, Mr. Robert 
Kingery, and the Association Committee on Sub- 
division Plats and Zoning. 


4 The classification finally was set up as follows: (1) 
Retail food stores, including meat markets, groceries, 
bakeries, delicatessens; (2) Drug stores; (3) Dry goods, 
clothing and shoe stores; (4) Metal works stores and 
shops, including hardware stores, fixture shops, plumb- 
ing shops, tinsmithing shops, roofing shops; (5) Restaur- 
ants, tea rooms, confectionaries, soft drink parlors; (6) 
Auto sales and service, including garages, gas and oil 
stations, tire repair shops, battery stations; (7) Laun- 
dries, cleaners and dyers; (8) Theatres and amusement 
places; (9) Barber shops and beauty parlors; (10) 
Banks; (11) Undertaking establishments and furniture 
stores, these two rather opposed uses being put to- 
gether because the combination was found to be com- 
mon in the smaller towns; (12) First floor offices, in- 
cluding telegraph offices, news agencies, real estate 
offices; (13) Storage uses—warehouses for household 
goods, excluding lumber, coal or building material 
storage; (14) Hotels, the first floor only; hotel space 


the amount of frontage devoted to that 
class of uses. In the cities studied ex- 
cessive height in the central business 
section was absent and therefore this 
distinction could be made. If a millinery 
shop were on the first floor it was counted 
under class 15 and its frontage recorded; 
if it were on the second floor, it was not 
added to the frontage figures nor was it 
counted. Municipal and other public 
buildings were not included. 

With this preliminary limiting of the 
subject, the next step was to take a 
sample of the cities of the region, 
roughly within a s0-mile radius of Chi- 
cago. Nineteen cities were selected as 
the first sample.’ These cities were 
located in all the main directions of 
suburban growth and at varying dis- 
tances from the central city. They in- 
cluded purely residential villages and 
industrial towns, and they ranged in 
size from 3,500 to 52,700. Their age and 
rate of growth varied very considerably 
but only communities which were un- 
doubtedly established and on a “going” 
basis were used in the sample.® Thus the 


entirely above ground floor was not included; (15) 
Miscellaneous shops, including millinery shops, shoe 
repair shops, flower shops, printing shops, tailor shops, 
art stores, antique shops, electric repair shops, music 
stores, upholstering shops, gift shops, photograph shops, 

5 Evanston, Wilmette, Winnetka, Glencoe, Lake 
Forest and Kenosha, along the North Shore; Park 
Ridge and Des Plaines, to the northwest; Melrose Park, 
Villa Park, Glen Ellyn, and Wheaton to the west; 
Riverside, Downers Grove, Hinsdale and Naperville 
along the Chicago, Burlington and Quincy railroad to 
the southwest; and Homewood, Calumet City and 
Whiting among the southern suburbs. 

6 During the summer and fall of 1927 this study was 
continued by Mr. J. M. Albers, Engineer of the Com. 
mittee on Subdivisional Plats and Zoning of the Re. 
gional Plan. Twenty-one more cities were included 
bringing the total population covered to 586,216 and 
the total frontage measured to 297,844 feet. This work 
extended the sample not only to over twice the number 
of cities of the original but it added a better proportion 
both of the larger cities, i. e. those of 20,000 and over, 
and of the country towns of the region, which are 
entirely surrounded by farming territory as distin- 
guished from the ordinary suburban development. 
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possible effects of pure “boom’’ tactics 
and promotional “ballyhooing” were 
eliminated. 

Maps sufficiently accurate to give the 
facts desired on business frontage in use 
were not available in most of the 
municipalities, and so all the cities in 
the sample were visited and the frontage 
measured. Each store measured was 
checked in its proper class. All retail 
sections of the city were taken in and 
' straggling, non-conforming uses were 
included wherever observation or in- 
quiry could locate them. It is important 
to notice that only buildings occupied 
at the time of measurement were 
counted. Vacant stores were not meas- 
ured because the purpose was to find 
the amount of frontage demanded by 
the community, not the amount placed 
on the market more or less in anticipa- 
tion of future demand. As each city was 
visited, its general characteristic, either 
residential or industrial, was noted. 

To be of any significance the frontage 
figures had to be reduced to a common 
unit of population. This required 
reasonably accurate population figures 
for the time of the frontage measure- 
ment. Fortunately, population records 
and estimates were being assembled by 
the Committee on General Surveys of 
the Regional Planning Association in 
conjunction with the Commonwealth 
Club of Chicago and the Local Com- 
munity Research Committee of the Uni- 
versity of Chicago.’ Estimates from such 
sources as the Illinois Bell Telephone 
Company, the Chicago and North- 
western Railroad, the Public Service 
Company of Northern Illinois, and the 
school census were compared, their 
methods of computation analyzed, and a 





7™The results of this population study have been 
published, Helen R. Jeter, Trends of Population in 
the Region of Chicago, (University of Chicago Press, 
1927). 


final estimate fixed. The estimates for 
1926 accepted by the combined com- 
mittees were used for all the cities whose 
retail business frontage had been meas- 
ured. As the cities were visited, the 
opinions of city officials, real estate men, 
and others were asked on the population 
of the city. Their answers were almost 
always higher than the estimates ac- 
cepted but the latter were adhered to 
in every case in order to prevent possible 
cases of distortion from local pride or 
optimism. 

With the frontage and population 
figures determined, all that remained 
was to reduce the frontage figures to a 
ratio per unit of population. The family 
seemed a fairly useful unit but later all 
ratios were changed to retail business 
frontage per 100 persons of population. 
This unit is not subject to the same 
variations among classes of population 
as is the family and is more easily applied 
to future estimated populations. 


Results of Investigation 


The results are presented in Table I. 
Probably the most noticeable character- 
istic is the wide range in the frontage 
ratios from 22.4 feet per 100 population 
to 90.7.2 However, a fair concentration 
exists; 20 cities or 50% of the total num- 
ber are found in the relatively small 
range from 45.0 to 60.0 feet per 100 
population. Looking more carefully at 
the cities above and below this group 
two generalizations seem justified. The 
cities with the larger ratios are as a class 
farthest from the central city, Chicago; 
those with the smaller ratios are fairly 
centrally located and all are residential 
towns of small population. 





8 The average frontage per store varied only slightly 
from town to town with an average for the 40 towns 
of 31.1 feet per store. This should be borne in mind in 
any planning or zoning application of the foregoing 
figures. 
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This observation suggests three pos- 
sible answers to the question, why do 
some cities have relatively larger busi- 
ness districts than others. The ratio of 
business frontage per 100 of population 
may vary with (1) the type of city, 
whether residential or industrial; (2) 
the size of the city; and (3) the distance 
of the city from the central city, Chicago. 

In order to determine accurately the 
effect of any one of these factors it would 
be necessary to have a number of cities 
in each class with the characteristics of 
the other two classes uniform. For ex- 
ample, to say that industrial cities have 
a larger or smaller ratio than residential 
cities requires for comparison a number 
of industrial cities and of residential 
cities of the same size and the same 
distance from Chicago. Obviously, the 
sample is too small to yield accurate 
results from such analysis. Despite this 
recognized limitation, an attempt was 
made to measure, in a general way, the 
effects of these possible factors. For 
this purpose, the cities were grouped 
according to one factor at a time dis- 
regarding the other two. For example, 
all industrial towns were taken together 
regardless of size or location; all cities 
of more than 20,000 population were 
included in one class without reference 
to location or type. 

Table II contains averages summariz- 


ing the ratios of the entire sample and 
of the classifications made under the 
first two characteristics suggested as 
possible forces determining the size of 
the business district, i. e., type and size 
of city. 

The modes, column (d), are probably 
the best single averages for summarizing 
these data and when considered alone 
they seem to indicate that the industrial 
cities have larger ratios than the resi- 
dential cities and that the larger sized 
cities have higher ratios than the smaller 
ones. But when the other types of aver- 
ages are taken into account this general- 
ization is open to serious question.® 
The consideration of these averages 
seems to justify the conclusion that, as 
far as it is possible to determine within 
the limitations of the data previously 
referred to, the character of the city and 
its size either have no marked effect on 
the amount of business frontage re- 
quired per 100 population, or else their 


9The mode is the most common or characteristic 
item of a series and hence is unaffected by the extremes; 
the median is the middle item of a series arranged in 
order of size and is most affected by the central items. 
The arithmetic mean is what is popularly understood 
as an “average,” i. e., the sum of the items divided by 
the number of items. The means of column (f) give 
weight to the extreme items and hence is rather high. 
The figures in column (g) are not, strictly speaking, 
averages but are the ratios of total population and 
aggregate frontages of the different classes. 


Taste II, AvERAGES OF RETAIL Business FRONTAGE IN UsE IN THE CuIcaGo REGION By CLaAssEs OF CITIES 





























Modes of 
Ratios of Medians Means Ratios of 
Number of | Cities (in | of Ratios of Ratios Aggregate 
Classes Population Cities Front Feet of Cities of Cities | Frontage and 
per 100 | Population 
Population) | 

(a) (b) (c) @ | © | & (e) 
710) Cs 0 eee 586,216 40 50.0 51.3 | 54.8 50.8 
Residential Cities......... 186, 896 26 45.0 g0.8 | 54.9 51.2 
Industrial Cities.......... 399,320 14 55.0 go.2 | 54.7 50.6 
Cities—20,000 and over...| 380,000 8 55.0 48.8 | 54.3 50.6 
Cities—10,000-20,000.... . 65,150 5 50.0 48.9 | 49.1 48.9 
Cities under 10,000....... 141,066 a 45.0 51.7 | 56.9 52.2 
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effects offset each other or have been 
neutralized by other forces. 

Turning to the third factor, distance 
from Chicago, a more positive state- 
ment seems warranted. The cities were 
arranged in order of distance from 
Chicago and then grouped as shown in 
Table III. The distance from Chicago 
was not measured by miles but by the 
average express time from Chicago by 
either steam or electric train. That is, 
for cities having both electric and steam 
service, the shorter average time was 
taken. These times were computed from 
time tables in effect at the time of the 
measurement of business frontage. Thus 
a rough measure of the accessibility of 
the central business and shopping dis- 
trict of Chicago to the outlying towns 
was obtained. It is perfectly true that 
the measure is only a rough one, omitting 
many possible factors. Accessibility by 
automobile, private or public, is not 
included, and the number of trains per day 
is disregarded; the cost of the trip is 
assumed to be fairly uniform within the 
same time zones. Again, the times are 
to steam train termini and to the “loop” 
on electric trains, a distinction of im- 
portance in some cases, and no shopping 
or business district in Chicago is con- 
sidered except the central one, the 
“loop.” 

But accepting average express time 
as a measure of the accessibility of the 
central city, Table III shows two inter- 
esting tendencies. As the distance from 
Chicago, measured in time, increases, 
the ratio of business frontage required 
also increases. In addition, the very 


rapid rise in the ratio in the 50-60 
minute zone, an increase of 10.6 front 
feet per 100 over the 40-50 minute zone 
figure, seems to indicate that when the 
distance from Chicago exceeds 50 min- 
utes the effect of the central business 
district of Chicago on the shopping 


habits of the people of the smaller cities 
diminishes rapidly. 

The results can, of course, be ex- 
plained by pointing to the amount of 
buying in Chicago stores, particularly 
of conveniences and luxuries, done by 
the people in communities with easy 
access to the central city. A related 
condition which probably largely ex- 
plains most of the very high ratios is 
that as the cities included are nearer 
the outer edge of the region their shops 
and stores serve not only their city 
population but the surrounding rural 
population. Still remembering the limita- 
Taste III. Rerart Business Frontace 1n Use in 


SELECTED CITIES IN THE CuIcaGo REGION BY 
Time ZONES FROM CHICAGO 




















Mean 

Number | Average 

Time from Chicago o of Ratios 

(in Minutes) Cities of Cities 

(a) (b) (c) 

T2OiANGIOVER. 6:5:050.6656:0.00 000 2 84.3 
ID EEO 55355. cin 's sre. a eeiaicasle I 81.2 
FOO INO: oo sacie nee nwiecear I 19.4 
TOON 5.5 cc. cre vsisiclsiarelorsgust oss 3 64.5 
BORGO Nas. sycrmision sie eee I 66.3 
POMBO S65: cacsisiga enue s gee 3 64.2 
BBO cde cnaxieoieoouteinrnces 3 56.7 
GO OO 85-500 {5 7s seca se eiosesaseeaee i 56.9 
AS PRO Noose fase g Aalacoraioon ain sis 6 46.3 
PhO sesso os so lor broveioloo toss as 7 44.3 
BOR FRO ccna eusmureiner 6 42.5 





tions of these data, the fact seems clear 
that accessibility of the central city of a 
metropolitan region to the outlying 
cities is a most important factor in 
determining the relative size of their 
retail business districts. 

Circumstances peculiar to the location 
or structure of a city may alter its 
frontage ratio markedly. For example, 
Melrose Park is an industrial town of 
rather small size near Chicago, in the 
20-30 minute time zone. Normally a 
small ratio of about 40-45 front feet per 


- 100 would be expected. Instead, Mel- 


rose Park is found well up the list with 
a ratio of 55.2. The explanation is quite 
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simple, however. Much of the frontage 
is on Lake Street, a through thorough- 
fare with a large amount of frontage in 
garages and service stations serving an 
unusual number of travelers. The chief 
business district is in the southern part 
of the city extending practically to the 
boundary line of Melrose Park and 
Bellwood. Probably the district serves a 
considerable number of Bellwood shop- 
pers and the result is a higher ratio of 
business frontage per 100 of the popu- 
lation of Melrose Park. Economic 
analysis and conversely economic plan- 
ning or forecasting must not neglect 
individual variations or modifications 
of this sort in the glamor of arithmetic 
precision and definiteness. 


Conclusions 


The findings of this study, and the 
analysis to which the results lend them- 
selves, may be summarized in four 
statements. 

1. The most common size of retail 
business district in the outlying munici- 
palities of the metropolitan area is from 
45-55 front feet per 100 persons of the 
city population. 

2. The size and general character of 
the city seems to have no clear effect 
on the relative size of the business 
districts. 

3. The ratio of business frontage to 
population increases with increased dis- 
tance from the central city. In other 
words, the size of the business district 
varies inversely with the accessibility 
of the central business and shopping 
district of the region. 

4. This study is not exhaustive nor 


are its results final. It is not a substitute 
for the services of an experienced city 
planner or zoning expert. It must not 
be used blindly as an exercise in multipli- 
cation, but it may aid the more eco- 
nomic proportioning of urban land 
within metropolitan areas. 

The study was undertaken as an aid 
to planning and zoning and as a possible 
contribution to the specific information 
available on land utilization. There are 
indications, however, that the results 
may have other uses especially when 
supplemented by further investigations. 
Real estate men who wish to develop 
a district in accord with sound economic 
principles, as well as with successful 
business tactics, may find this informa- 
tion of some use. Persons buying lots 
marked “commercial” or “business” in 
new subdivisions may be able to form a 
more accurate estimate of the soundness 
of their investments and to protect 
themselves from the land salesman 
whose sole purpose is to “unload” the 
lots at the highest possible price regard- 
less of the possibility of future utiliza- 
tion. With so much talk of the decentral- 
ization of urban centers perhaps this 
study, if repeated later in the same 
manner, might furnish interesting facts 
on the extent and character of the 
movement of retail business. Possibly 
it may lead to the publication of similar 
figures in other regions which will fur- 
nish significant comparisons of the eco- 
nomic organization of metropolitan 
areas which today are often summarily 
described by such undeniably correct 
but unsatisfactory adjectives as ag- 
glomerated or complex. 
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SUMMARIES 


TAXATION OF ELECTRIC 


electric railways was made from 

data in the reports to the Inter- 
state Commerce Commission. The in- 
vestigation shows that although the ab- 
solute amount of taxes has latterly fallen, 
the burden of taxes on investors has in 
recent years increased, reflecting the de- 
clining prosperity of the industry, where- 
as the tax burden on consumers has 
fluctuated. These findings are tested by 
various tax ratios for electric railways 
reporting complete information to the 
Commission and for regional groups of 
these railways. 


Certain limitations upon the repre- 
sentative character of these data should 
be noted at the outset, lest a hasty 
reader interpret the above statement as 
derived from reliable information cover- 
ing all electric railways. The group of 
electric railway companies reporting to 
the Interstate Commerce Commission 
contains approximately one-fourth of all 
electric railways, the proportion of the 
total railway operating revenue of these 
companies in 1922 being about 25% of 
that reported by the Census of Electric 
Railways. If this sample were repre- 
sentative, it would probably be large 
enough to give an accurate picture of the 
entire industry. However, the group 
reporting to the Interstate Commerce 


Tee study of the tax burden of 


Tase I. Ratios or TAXES ASSIGNABLE TO RAILWAY 
Operations TO INVESTMENT IN Roap AnD Equip- 
MENT OF Eectric RAILways REPORTING TO THE 
INTERSTATE COMMERCE COMMISSION, BY 
Districts, 1920-1926 


(In Percentages) 



































District 1920 |1921 |1922 [1923 | 1924 | 1925 | 1926 
Total Beales Gs cravaxe ak -95| 1.01] 1.02] 1.02] .99] .96] .95 
Eastern....... -96] 1.02] 3.04] 1.04] .98] .93] .88 
Southern...... -96] .96) .86) 1.11] 1.09] 1.19] 1.33 
We -95|_.991 981 .991 991 .97/ 1.02 
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RAILWAYS, 1920 TO 1926 


Tae IJ. Ratios oF Taxes ASSIGNABLE TO RAILWAY 
OPERATIONS TO RAILWAY OPERATING REVENUE OF 
Evectric Rattways REPORTING TO THE INTER- 
STATE COMMERCE CommISsSsION, BY Dis- 
TRICTS, 1920-1926 


(In Percentages) 
































District 1920 | 1921 | 1922 | 1923 | 1924 | 1925 | 1926 
TORO, soca cieviesc 5.66] 6.39) 6.49] 6.32] 6.70] 6.51] 6.25 
Eastern....... 5.64] 6.47] 6.79] 6.96] 7.01] 6.84] 6.31 
Southern...... 9.52| 9.45| 8.25] 8.85] 9.70] 9.29/10.70 
Western.......| 5.571 6.02] 5.92] 5.40] 6.24] 6.00] 5.89 





Commission undoubtedly contains a 
greater proportion of interurban rail- 
ways than does the entire group as re- 
ported by the census. Interurban roads 
as a group were probably harder hit by 
the depression which electric railways 
have been experiencing than were the 
street railways. For this reason the bur- 
den of taxes as found in this study is 
probably heavier than the actual burden 
for the entire industry. 

A comparison of the ratios for 1922 
calculated from the census data and from 
these reports to the Commission bears 
out this hypothesis. Using the census 
data, the ratio of taxes to railway oper- 
ating revenue in that year was 7.0%, 
whereas the ratio found in this study was 
6.5%. However, the taxes reported to 
the census as railway taxes probably in- 
clude most of the other taxes as well. If 
these taxes are compared to the railway 
revenues plus auxiliary revenues, the 
ratio is found to be 6.4%. The ratio 
of taxes to net railway operating re- 
venues as reported to the Interstate 
Commerce Commission in 1922 was 
30.4%, and according to the census 
data, 26.2%. Using total net operating 
revenue as reported by the census, 
the ratio was 22.4.%. 

Thus, it seems to be true that this 
study does not accurately represent the 





94 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


Taste III. Ratios or Taxes ASSIGNABLE TO RAILWAY 
OpERATIONS TO RAILwaAy OPERATING EXPENSE OF 
Evectric Raitways REPORTING TO THE INTER- 
STATE COMMERCE ComMISSION, BY DisTRICTS, 
1920-1926 
(In Percentages) 











District 1920 | 1921 | 1922 | 1923 | 1924 | 1925 | 1926 
re: 6.97] 7.96] 8.25] 8.01] 8.23] 8.02] 7.44 
Eastern....... 6.96] 8.10) 8.61] 8.79] 8.55) 8.49] 7.56 
Southern...... 10.79/11 .91/11.16]12.67|12.29|12.42/14.14 























Western....... 6.84] 7.431 7.55| 6.83! 7.73] 7.311 6.92 





burden of taxes upon all electric rail- 
ways, at least as measured by the ratio 
of taxes to net operating revenue. It 
may also be true that the varying amount 
of this burden in different years for the 
entire industry is not truly reflected in 
the results found here. Possibly while 
the operating conditions of interurbans 
were stationary or becoming worse, those 
for street railways were improving. How- 
ever, this study does represent the facts 
about that group of electric railways 
reporting to the Interstate Commerce 
Commission. 

For the purposes of this study all com- 
panies were eliminated which reported 
for only part of a year, and also those 
where the investments or taxes reported 
as assignable to railway operations were 
obviously erroneous. In other words, 
where it was apparent that the invest- 
ment in, or taxes of, other services had 
been reported as belonging to railway 
operations, the company was eliminated. 


Measurement of the Tax Burden 


The burden of taxes on an industry is 
clearly the result of two factors: The 
amount of taxes, and the operating con- 
ditions and profitableness of the indus- 
try. The movement of taxes may be 
downward while, on account of decreas- 
ing profitableness, the burden of taxes on 
the industry increases. As indicative of 
the operating conditions of the electric 
railway industry the operating ratio 
(ratio of expenses to revenues) and capi- 
talfturnover (ratio of revenues to invest- 


ment in road and equipment) have been 
used. Capital turnover is ordinarily 
figured in terms of the total investment, 
but as this was not available, investment 
in road and equipment was used instead. 
For purposes of comparing different 
years it should serve as well. 

As a measure of the absolute amount 
of taxes the ratio of taxes to investment 
in road and equipment has been used 
(Table I). Table I shows that this ratio 
rises from 1920 to 1922, remains station- 
ary in 1923, and falls for the rest of the 
period considered. Both investment in 
road and equipment and taxes levied 
have fallen since 1923, but taxes have 
decreased more rapidly than investment. 

The ratio of taxes to operating rev- 
enues is ordinarily used as a measure of 
the burden of the tax on the customers 
of an industry. This ratio in 1926 was 
6.25% (Table II), indicating that out of 
every dollar paid for electric railway 
service, 614 cents went to the govern- 
ment. As shown in Table II the move- 
ment of this ratio for the first three 
years of the period under consideration 
corresponds to that of the ratio of taxes 
to investment. In 1923 while the abso- 
lute amount of taxes remained constant, 
the ratio of taxes to revenues fell. The 
explanation of this lies in the increase in 
capital turnover from 15.67% to 16.20% 
(Table VI). The investment was used 
more intensively than in 1922, and as a 
result the burden of the same absolute 
amount of taxes was distributed over a 
greater number of users of electric rail- 
way services. The increase of the ratio 
TasBeE IV. Ratios or TAXES ASSIGNABLE TO RAILWAY 

Operations To Net Rattway OperatinG REVE- 

NUE, BEroreE TAXES, OF Execrric RalILways 


REPORTING TO THE INTERSTATE COMMERCE 
Commission, BY Districts, 1920-1926 


(In Percentages) 
































District 1920 | 1921 | 1922 | 1923 | 1924 | 1925 | 1926 
TOR) . oc sscccu 30.17/32 .32/30.41/30.00/35 .89/34 .53/38 .91 
Eastern....... 29 .70|32 . 18/32 .24|33 .43|38 .80/35 .25/38.16 
Southern...... 80.73145 -89/31 .70/29 .30/45 .95|36.81/43 .94 
Western....... 30 .05131 .74|27 .48125 .63132 .40133 -54139-38 
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of taxes to operating revenues in 1924, 
despite a fall in the absolute amount of 
taxes, is also explained by the rate of 
capital turnover, which in this year de- 
creased from 16.20% to 14.78%. There- 
after, the two ratios move together, but 
the ratio of taxes to revenues remains 
high, for the rate of capital turnover 
stays low. The movements of the ratio 
of taxes to railway operating expenses 
correspond to those of the ratio of taxes 
to revenues (Table III). 


The best measure of the burden of 
taxes on the investors in an industry 
seems to be the ratio of taxes to net in- 
come. However, the data in the reports 
to the Commission were not complete 
enough to obtain this figure, and the 
ratio of taxes to net railway operating 
revenues before taxes was used instead. 
In 1926 this ratio was 38.91% (Table 
IV). The movement of this ratio 
indicates that the burden of taxes on 
investors is considerable larger for the 
past three years than during the first 
part of the period. This has not been the 
result of increasing taxes, however, for 
the ratio of taxes to investment has 
steadily decreased. It must then be 
occasioned by decreasing prosperity of 
the industry. The operating ‘ratio is 
an indicator of the profitableness of the 
industry, and its movements bear out 
the above hypothesis. It increased from 
78.94% in 1923 to 83.95% in 1926 
(Table V). The differences between the 
movements of the ratio of taxes to net 
revenues and that of taxes to gross rev- 


Taste V. Ratios oF Raitway OperaTinc Expenses 
To Raitway OPERATING REVENUES (OPERATING 
Ratio) oF Evectric Raitways REPoRTING TO 
THE INTERSTATE COMMERCE CoMMISSION, BY 
Districts, 1920-1926 


(In Percentages) 
































District 1920 | 1921 | 1922 | 1923 | 1924 | 1925 | 1926 

; | 81 .23/80.24/78 .67|78 .94/81 .34/81 . 16/83 .95 
Eastern....... 81 .02/79 .88/78 .93/79 . 19/81 .94|80 .60/83 .47 
Southern...... 88 .21/79 .39|73 .97/69 .81|78 .89|74.77|75 .66 
Western....... 81 .45|81 .03178 .46|78 .95|80.75|82 . 10/85 .05 





Tas.e VI. Ratios oF Rattway OperatTinc REVENUE 
TO INVESTMENT IN Roap AnD Equipment (Capi- 
TAL TuRNOVER) oF Exectric Raitways ReE- 
PORTING TO THE INTERSTATE COMMERCE Com- 

MISSION, BY DistRICTS, 1920-1926 


(In Percentages) 



































District 1920 | 1921 | 1922 | 1923 | 1924 | 1925 | 1926 

. See 16.86/15 .80|15 .67|16.20|14.78/14 68/15 .23 
Eastern....... 16.99/15 .76/15 .35|15 00/14 .01/13 .§6)13 .97 
Southern...... 10.09/10.19]/10.47/12 .65|11 .19|12.84/12.43 
Western....... 16.98/16 .45|16 .56/18 .30115 .95116. 23/17 .38 





enues are all explained by the move- 
ments of the operating ratio. 


Differences in Burden Among 
Regional Groups 


During the first part of the period con- 
sidered the amount of taxes levied in the 
eastern district, as indicated by the ratio 
of taxes to investment in road and equip- 
ment, was higher than in the western 
district, but in the last three years the 
eastern district has fallen below the 
western (Table I). In the eastern dis- 
trict this ratio has shown a distinct 
downward trend recently, but the ratio 
of taxes to investment for the western 
district has stayed on much the same 
level with a slight rise in 1926. The 
southern district ratios apparently indi- 
cate that the taxes there have risen 
greatly since 1922, starting below the 
other districts and rising considerably 
above them. However, the number of 
companies in the southern district is very 
small, varying from 6 to g, and the re- 
sults are consequently too much influ- 
enced by the movements of one or two 
companies to yield a dependable general- 
ization. For instance, if two companies 
are dropped from the totals for 1926, the 
ratio of taxes to investment falls from 
1.33% to .98%. For this reason it is 
hardly possible to say whether the taxes 
levied in the southern district have been 
greater or less than in the other districts. 

The burden of taxes on customers, as 
measured by the ratio of taxes to oper- 
ating revenues, is uniformly higher for 
the eastern district than for the western 
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district (Table II). This is attributable 
not so much to a smaller amount of taxes 
being levied as to a higher rate of capital 
turnover obtaining in the western dis- 
trict. In the last three years considered 
here, this higher rate of capital turnover 
has kept the ratio of taxes to revenues 
below that of the eastern district, while 
the amount of taxes levied in the eastern 
district as indicated by the ratio of taxes 
to investment has fallen below that for 
the western district. The ratio of taxes 
to operating revenue has been materially 
higher in the southern district than in 
either the eastern or the western. The 
chief cause of this higher ratio is prob- 
ably the fact that the rate of capital 
turnover has been much below that for 
the other districts, particularly in the 
earlier years of the period. At any rate, 
it is true that the burden of taxes on cus- 


tomers has been greatest in the southern 
district. 

The ratio of taxes to net operating 
revenue before taxes for the western dis- 
trict is also consistently below that for 
the eastern district, except in 1920 and 
1926 when they are substantially the 
same (Table IV). Thus, the burden of 
taxes on investors as well as on custom- 
ers has been less than in the eastern dis- 
trict. The southern district’s ratio of 
taxes to net revenue has not been uni- 
formly higher than the other districts, 
but on the whole is probably somewhat 
higher. This ratio is not as much higher 
as the ratio of taxes to revenues, except 
in the years 1920 and 1921, because of 
the lower operating ratio of the southern 
district. The ratio of taxes to net rev- 
enues of 80.73% for 1920 is particularly 
noticeable and may be explained by the 
high operating ratio of 88.21%. 

Barcray J. SICKLER 





GROSS AND NET EARNINGS OF PUBLIC 
UTILITY ENTERPRISES EXCLUSIVE OF STEAM 
RAILWAY, TELEPHONE AND TELEGRAPH 
UTILITIES 


last November released its sum- 

mary of public utility earnings 
which had been in preparation for some 
time. Statistics on steam railways had 
long been available and earnings reports 
for certain classes of telephone and tele- 
graph companies had been reported for 
some years by the Interstate Commerce 
Commission. The monthly records of 


Ti Department of Commerce 


gross and net earnings for electric light 
and power, gas, water, and electric trac- 
tion utilities are now available, adding 
materially to the facts available about 


the utility industries. The reports re- 
ceived cover 95 companies or systems 
comprising practically all the impor- 
tant utility organizations rendering the 
aforementioned services in the United 
States. 

The Department summary presents 
as nearly comparable figures as possible 
by years from 1913 to I919 and by 
months from 1920 on. In some cases 
the figures for earlier years could not be 
made to cover exactly the same sub- 
sidiaries owing to acquisitions and con- 
solidations, but these differences, the 
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compilers believe, are not significant 
when related to the aggregates. 

Gross earnings as reported consist of 
total operating revenues while net earn- 
ings in general represent gross less 
operating expenses and taxes or the 
nearest comparable figures. The total 
gross and net earnings by years are 
reported thus: 


Gross Earnings Net Earnings 

(Thousands (Thousands 
of Dollars) of Dollars) 

ROE oo: cis:0ccece's $ 629,913 $257,175 
DA 6: cisctseeers = 651,781 267,89 
ROG oi «ieai5 sivas 680,020 282,149 
ee 756,466 312,615 
10 pee are errr 844,992 308 , 444 
a re 944, 69 292,645 
i 1,081,949 313,888 
eer 1, 306,453 347,383 
) ee 1,352,281 394:8 14 
MOOD. o6:e:6isi veins 1,435,218 858 
1923....-+-+. 1, $92, 533 509,599 
TOBE 6: o:sieie:sinsie 1,691, 267 546,127 
EQNS os 5:5: c:cie oie 1,827,125 632,222 
BQQG 6.6: 6: <:5:0:5:0:5 1,995,365 715,027 


The gross and net earnings by months 
are shown on the accompanying chart 
on which is also presented the results 
of calculating the month by month 
changes in the ratio of net earnings to 
gross and a trend line showing the move- 
ment of gross earnings after elimina- 
tion of the very obvious and regular 
seasonal movement. 

The tremendous rise in the gross earn- 
ings of these groups of utility industries 
isapparent. From 1913 to 1926 the gross 
has more than trebled and net sub- 
stantially so. 

The changing ratio of net to gross by 
months from 1920 to 1926 is shown by 
the chart to have risen from a level 





GROSS AND NET EARNINGS OF PUBLIC UTILITY ENTERPRISES 
EXCLUSIVE OF TELEPHONE AND TELEGRAPH UTILITIES 
OY MONTHS, 1920-1920 
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around 30% in the years 1921 to 1923 to 
around 35% in 1925 and 1926. The ratio 
of gross to net for companies reported 
by years records the effect of economic 
conditions and changes in the period 
1913 to 1926. In the years 1913 to 1917 
the average ratio was 40% to 41%. From 
1917 to 1921 it fell from 36.50% to 
30.98% to 29.01% to 26.59%. The rise 
began in 1921 with an increase to 29.18% 
followed by 31.14% in 1922, 32.00% in 
1923, 32.29% in 1924, 34.60% in 1925 
and 35.83% in 1926. 
H. B. Dorau 





PUBLIC UTILITY FINANCING DURING 
THE THIRD QUARTER, 1927. 


lic utility issues coupled with 
the influence of the business 
cycle on the money market is reflected 
in the growing proportion of public 


C ONFIDENCE of investors in pub- 


utility capital obtained by the issue of 
stock. 

For the period from 1919 through 
nine months of 1927, the average pro- 
portion of new public utility stock issues 
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TaBLeE I. Votume or New Pusuic Utitity Financinc By Crasses oF Issues, 























BY YEARS, 1919-1927 
Lonc-TERm Bonps SHorT-TERM Bonps Stock 
YEAR 
Percentage Percentage Percentage 
Volume* of Total Volume* of Total Volume* of Total 
117,046,000] 41.98% | $126,486, 800 45.36% | $ 35,304,950 12.66% 
199,998,100) 52.31 127,026,252 | 33.22 55,314,700 | 14.47 
349,975,000) 71.14 24,872,000 | 5.06 117,087,940 | 23.80 
431,081,339] 59.36 19,445,000 | 2.68 275,715,170 | 37.96 
588,821,471] 66.31 48,712,200 5.49 250,457,058 | 28.20 
722,018,123! 54.47 107,032,000 | 8.07 496,550,704 | 37.46 
1925 857,787,400) 57.33 117,540,000 | 7.86 $20,771,004 | 34.81 
1) a OTE 1,047,216, 330] 65.27 92, 283, 100 5.75 464,885,946 | 28.98 
1927 (9 months).......... 811,094,600] 58.49 46,600, 800 3.36 $29,034,986 | 38.15 
1927 (11 months)......... 1,030,355,910] 60.35 68 , 650, 800 4.02 608,042,178 | 35.61 
Average for Periodf ..].............. KQIR. We arsstoaene cane BOF occ scorns drerereoreiers 32.00 























* Par values. 


to total new financing was 32% com- 
pared with 59.73% for long-term bonds, 
and 8.27% for short-term bonds and 
notes. But for the first nine months of 
1927 stock financing accounted for 
38.15% of the total, and for the first 
eleven months it was 35.61% of the total. 
Moreover, for the first time in several 
years, the volume of long-term bonds 
declined sharply along with short-term 
financing. The figures are not strictly 
comparable in that the bonds were in 
most cases sold at a discount, and the 


+ Average for 1919-1926 and three-quarters of 1927. 


stock was issued at par. The record for 
new public utility financing by years and 
general types of issues is given in 
Table I. 


The yield to the investor on all securi- 
ties of all maturities issued by public 
utilities in the third quarter was 5.32% 
on the dollar and 5.61% on the issue. 
The average yield per dollar in all issues 
of debt obligations declined slightly from 
the low figure of the second quarter 
(See Table II). 


TaBLe IJ. WEIGHTED AND SIMPLE AVERAGE YIELD AT OFFERING PRICE OF 
New Pusuic Utiuiry Security Issues 

















Att Types oF SECURITIES 
BonpDs AND 
All Maturities Long Term Short Term Notes 
YEAR 
Weighted] Simple | Weighted] Simple | Weighted] Simple | Weighted] Simple 
Average | Average | Average | Average | Average | Average | Average | Average 
Yield Yield Yield Yield Yield Yield Yield Yield 
BONO gsc neawes te 6.55 6.68 6.21 6.25 6.78 7.03 6.54 6.67 
BIRO sacs sscs x assiaraisiesets 7.55 7.64 Be 7.59 7.59 7.68 7.53 7.62 
BOON oocicisi a sis sawy ees 7.13 7.47 7.11 7.42 7.27 7.66 aout 7.45 
TS RA er, 6.06 6.34 6.03 6.32 6.39 6.53 6.03 6.34 
RG hig cn oierc eee sei 6.04 6.31 5.99 6.26 6.73 6.72 6.11 6.29 
Ne ere 6.03 6.14 6.04 6.16 5.97 6.04 5.98 6.12 
MO Oeics casks ssuuiue 5.58 5.81 5.66 5.83 5.55 5.86 5.56 5.78 
RODD soucsunee cases 5.53 5.72 5.52 5.70 S77 5.82 5.44 5.66 
Ist Quarter, 1927...... 5.43 5.71 5.42 5.71 5.70 Gea $.33 5.66 
2nd Quarter.......... 5.34 5.61 5.34 5.57 5.35 5.84 5.17 5.58 
grd Quarter........... 5.42 5.61 5.30 5.54 5.54 5.94 §.27 5.57 
SOTA RIEER 55:4 r-0'5co-ane | ois org ie Vari llo15ys Lovscuravatel| o) ts. ayors'aze¥all rcieze.e'ere'oigl] exe'ssesetecovern| ersten etal retezall terreus yals?otg llererelenjorsts 
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Tasxe III. InpEx NumBer or Votume or Pusiic Urtiuiry FINANCING, 1919-1927* 
































1919 | 1920 | I921 | 1922 | 1923 | 1924 | 1925 | 1926 | 1927 
By Months 
(ICCTA Sener reen tz 100 67 55 46 122 112 199 173 259 
Mies PERERA 0 a: crv'o'oxa/ oxo aioicra’ tore 48 28 25 47 66 89 172 125 314 
| emesis e 25 27 25 43 94 78 144 115 158 
Waal bree clases aseiers <\si5/<(aiacet es) 9tehs 5 38 25 50 64 112 69 182 165 
RAE 51 Sy5576s yah 6:3. das hytw niecevacae 15 38 35 150 66 233 103 230 214 
] Se aera reer rarer 26 20 9 96 92 122 118 181 130 
WRN ta oc vosfscohe arocanaseraiarelcosVosetals 41 25 115 44 21 104 go 177 97 
IAMESI iy 520 5,.6) 0252 oy slush rteostoneier od 20 II 33 22 40 62 93 58 92 
September.................. 54 44 34 147 34 77 110 38 168 
GOs goons 6 ote siediaicins sates 24 33 33 77 59 112 92 1 eee 
INE CCH he eee 21 119 43 161 69 102 NGG Ee aes 
December... 02 0esecs ccc. 20 63 53 54 135 III 153 17 nl eee 
By Quarters 
TSO QMALLER Ss. 6.6.5.5 0.0 sce es oes 100 71 61 80 164 162 299 240 424 
pi (0 ST 27 56 41 172 129 271 168 344 295 
ard’ Quartet. 6.6.5. ceccese se 67 47 105 123 55 141 170 159 207 
4th Quatter’....... 2. se cceeess ie) 68 119 Iol 206 169 201 D1 7 | eerie 
CRED 55.55 ois Saree waieerierns 100 107 145 212 246 330 373 yo, al ere 











* Volume for January, 1919, First Quarter, 1 


ronicle. 


19, and Year 1919, used as basis for compu 


index numbers for month 


—— and years respectively. Compiled from t e monthly record of new capital flotations of the Commercial and Fina 


The volume of public utility financing 
for the third quarter was somewhat less 
than for the preceding quarter but was 
still the largest third-quarter volume in 
the period of this study, with an index 
number of 207. (See Table III.) The 
volume of public utility issues was 24.66% 
of the total corporate and government 
financing of all kinds for the quarter, 
compared with 21.83% for the second 
quarter, 34.71% for the first quarter, 
and an average of 27.13% for the first 
nine months. The volume of public 
utility securities, quarter by quarter, 
was approximately the same as that of 
government financing. 


The issues by utilities were 33.58% of 
the total corporate financing in the third 
quarter compared with 31.29% in the 
second, 46.13% in the first, and an aver- 
age of 37.37% for the nine months. 
Compared with 1926, the third quarter 
showed a gain over the same period a 
year ago, although the average for nine 
months of 1926 was 38.93%, showing a 
decline for the same period in 1927. 

The gas and electric companies of- 
fered $97,882,700 or 23% of the quarter’s 
utility financing. Gas and gas-electric 
companies together claimed $139,137,- 


481 or 32.7%. 
PETER LEININGER 





COMMENTS ON LEGISLATION AND 
COURT DECISIONS 


THE FORESTRY ACT OF 1927 OF THE 
PROVINCE OF ONTARIO 


The Forestry Act of Ontario is of 
especial interest to students of land 
economics because in several particulars 
it marks progress in the classification of 
_land and in the adjustment of human 
relations with respect to the utilization 
of land. 

In the first place, the ‘‘Minister of 
Lands and Forests” is given power to 
expropriate any land in Ontario which 
he may deem necessary for forestry 
purposes; and by expropriation, it is 
scarcely necessary to say, is meant the 
taking of property with compensation, 
as under the American law of eminent 
domain. This provision manifests the 
urgency of the problem of conserving 
and replenishing our vanishing forests. 
In this respect many communities in 
this country lag behind our neighboring 
Province. 

In the second place, those who framed 
this Act had in mind the disadvantages 
of excessively scattered settlement of 
land and the gains of what people in 
New Zealand and Australia call “closer 
settlement.” The Act provides that 
when less than 10% of the area of a 
township is used for farming purposes, 
the township may be made part of the 
Crown’ Forest Reserve; and any balance 
of the township not used for forestry 
purposes may be attached to an adjoin- 
ing township. This part of the Act reads 
as follows: 


“ 


. . . where any township has an 
area of less than 10% of such township used 
for farming purposes the Lieutenant-Cover- 
nor in Council may for forestry purposes, by 
proclamation, declare that the township 


or such part of the said township as may be 
designated by the said order-in-council shall 
form part of a Crown Forest Reserve, or be 
otherwise used for forestry purposes, upon 
such terms as may be set out in the said 
order-in-council, and for municipal or admin. 
istrative purposes any balance of the said 
township may be attached to any adjoining 
township. The said order-in-council may 
contain such provisions as may seem proper 
and necessary for any school section that 
may be affected by the said order-in-council.” 

This clause affords a suggestive line 
of action to many American states 
which are troubled with counties and 
townships too greatly burdened by 
taxes because of withdrawals of land 
from taxable uses. In the northern 
part of Wisconsin, for example, lands 
are reverting to the state for non-pay- 
ment of taxes. In this and other ways 
an almost crushing burden of taxation 
is thrown on those who remain. The 
Ontario method of building up con- 
solidated forest areas and consolidated 
farming areas, with re-drawing of town- 
ship lines, might prove of some use in 
relieving disproportionately heavy tax 
burdens in sparsely settled regions. 

The Act furthermore provides that 
the Minister, or any agent representing 
him, has the right of entry upon any 
land to whomsoever belonging for the 
purpose of extracting the natural re- 
sources of the land, and also has power 
to close roads on lands taken over for 
forestry. 

But the most significant portions of 
the Act provide for transferring settlers 
from lands unsuitable for farming to 
other lands that are suitable and paying 
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the expenses of these removals out of 
public funds. These sections of the Act 
read as follows: 


“Upon the recommendation of the Min- 
ister, the Lieutenant-Governor in Council 
may, by proclamation, provide that any 
township or portion of a township in Ontario 
suitable for settlement purposes, may be set 
aside for the purpose of location of settlers 
whom the Minister may desire to move from 
locations that have been found to be un- 
suitable for agricultural purposes, and 
which it is desired to take over for forestry 

urposes; and the terms and conditions of 
ocation upon such lands may be fixed and 
determined by the said order-in-council. 

“Whenever in the opinion of the Minister 
it is found that settlement has taken place 
on lands not suitable for we pur- 
poses, the Minister shall have power to 
make arrangements for the removal of such 
settlers upon such terms as may be agreed 
upon, and may pay the expenses of the re- 
moval of such settlers and their families, 
chattels and effects to lands designated 
under the preceding section and may enter 
into agreements with such settlers for the 

urposes of providing for such removal and 
foe the reconveyance or release of the said 
lands to the Crown.” 


In this Act the Province of Ontario 
has taken up one of the farming prob- 
lems of our time in a thoroughly scien- 
tific way and has set a pace for-us in 
the United States. It may seem like 
only a small part of the troubles of 
farmers but the law is not insignificant 
as a measure of farm relief. One cause 
of the farmers’ distress is the fact that 
so much land is being farmed that is 
unsuitable for farming, because for one 
reason or another it is submarginal for 
that use. At the same time, the public 
has a large measure of responsibility for 
the fact of unsuitable settlement which 
involves vast loss of treasure and count- 
less human tragedies. In some cases 
land was surveyed and opened by the 
general government to settlers who 
could not be expected to judge of its 
In other cases, states in- 


vited settlements on their land.’ John 
Stuart Mill, in advocating laissez-faire, 
makes exception of those cases where the 
consumer is unable to judge of the 
quality of his purchase and says that in 
these cases we are justified in using pub- 
lic authority to protect the purchaser. 
Such aid is required especially in the 
selection and purchase of land, most 
particularly in a new country, and this 
has not been afforded. But this is not 
all. Many government publications 
have been misleading and have held out 
pictures of prosperity on lands offered 
to settlers that would be regarded as 
discreditable if issued by any respectable 
real estate agent. Thus on grounds of 
public policy, justice and general wel- 
fare we have every reason for helping 
to redress such mistakes made in the 
settlement of land. 


We can afford to spend a good many 
millions of dollars in getting men off 
submarginal land and on better land; 
also in promoting closer settlement. 
But these expenditures should not be 
made in an off-hand manner. Certain 
policies of this nature are known to be 
desirable on the basis of existing infor- 
mation; and if state land commissions 
with powers similar to those in Ontario 
were established, they might initiate 
these policies at once. Some other 
aspects of the Ontario policies need 
more study in the light of American 
conditions. We should not proceed 
along these lines until we have made a 
careful inventory of our land resources, 
classifying them according to their 
fitness for various uses. The example of 
the Michigan Land Economic Survey 
is well worth emulation and further 
experimentation. Only after scientific 





1See B. Henderson, “State Policies in Agricultural 
Settlement,” 2 Fournal of Land and Public Utility Eco- 
nomics, pp. 284-296 (1926). 
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surveys such as this, which increase 
our working knowledge about land, 


in reforesting poor farming areas bring 
abundant returns, in money’s worth as 


will money spent on transferring settlers well as in happier human beings. 


from submarginal to suitable land and 


Ricuarp T. Ety 





NEW JERSEY ZONING AMENDMENT 


HE adoption by popular referen- 

dum of an amendment to the New 

Jersey constitution authorizing 
city zoning is of more than passing inter- 
est in the legal history of the movement. 
For years the position of zoning in New 
Jersey has been most unsatisfactory. 
Although New Jersey has always been 
first or second among all the states of the 
United States in the number of zoning 
ordinances passed, the attitude of the 
state courts has been decidedly hostile. 
At first this attitude seemed justified by 
the patchwork of state enabling acts, 
which were poorly drawn and failed in 
the important regard of providing ade- 
quately for the formation and operation 
of boards of appeal. 

The leading case involved the erection 
of a store in a residential district, Igna- 
ciunas V. Risley, Inspector of Buildings of 
Town of Nutley, et al.,in which the Su- 
preme Court of New Jersey said in part: 
“With the right of ownership and pos- 
session goes the right to use, enjoy and 
dispose of the property owned. The 
substantial value of property lies in its 
use. If the right of use be denied, the 
value of the property is lessened or de- 
stroyed. A law which forbids a certain 
use of property deprives it of an essential 
attribute. The result is in effect a pro- 
scription of its ownership. . . The 
ordinance will not be set aside in its en- 
tirety but it will be held invalid as to the 
prohibition sought to be enforced against 





198N. J. L. 712; 121 Atl. 783 (1923). 


the relator.” This decision was upheld 
by the Court of Errors and Appeals,’ the 
highest court of the state. 

In 1924, after a series of decisions 
holding zoning ordinances unconstitu- 
tional, the apparent defect in the zoning 
machinery, the enabling act, was reme- 
died by the passage of a substitute ena- 
bling act following rather closely the 
Standard Enabling Act of the Advisory 
Committee on Zoning of the Department 
of Commerce. This model act had se- 
cured judicial approval in most states. 
But the hopes of the many proponents 
of zoning in New Jersey were short-lived. 
In 1925, in the case of H. Krumgold and 
Sons, Inc., v. Mayor and Aldermen of 
Fersey City, et al.,> the court said: “The 
answer to this proposition is that the or- 
dinance is ineffective to deprive the re- 
spondent of its right to the use of its 
property for store purposes. The ordi- 
nance being void, so far as it prohibits 
the proposed use of respondent’s prop- 
erty, no appeal thereunder to the board 
of appeal was necessary.” 

Although some authorities on zoning 
believed that this rebuff might have been 
avoided by earlier adoption of the com- 
prehensive enabling act, all seemed to 
agree that this last decision was the 
knell to zoning under the existing con- 
stitution. The road to a constitutional 
amendment seemed very rough. Only 
one state, Massachusetts, had ever 





299N. J. L. 389; 125 Atl. 121 (1924). 
3—N. J.—; 130 Atl. 635 (1925). 
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passed a constitutional amendment au- 
thorizing zoning, and one other, Louisi- 
ana, had included such a clause in her 
new constitution. Moreover, New Jer- 
sey had been exceptionally slow to adopt 
constitutional changes of any sort. But 
steps were taken to secure the change 
and on September 20, 1927, the following 
amendment received the approval of the 
people of the state: “The legislature 
may enact general laws under which mu- 
nicipalities other than counties may 
adopt zoning ordinances limiting and re- 
stricting to specified districts and regu- 
lating therein buildings and structures 
according to their construction, and the 
nature and extent of their use, and the 
exercise of such authority shall be 
deemed to be within the police power of 
the state. Such laws shall be subject to 
repeal or alteration by the legislature.” 

It was the only successful proposed 
amendment out of five submitted at the 
time. The Bulletin of the New Jersey 
State League of Municipalities says of 
the amendment: “New Jersey is re- 


garded as ultra-conservative in amend- 
ing its constitution. During 51 years 21 
amendments have been voted on at five 
elections. Only two of these have been 
adopted— and these by narrow margins 
—and Ig decisively defeated. Only on 
two occasions in 83 years has the New 
Jersey constitution been amended. The 
zoning amendment to the constitution 
was carried by more than 200,000 ma- 
jority, the greatest in our history, and 
was carried in Ig out of the 21 counties.” 


The amendment adopted clears the 
way for re-enactment of the State ena- 
bling act with the assurance that the 
power delegated by the State to the 
municipal governments is specifically 
recognized and approved by the highest 
law of the State. The action of the 
voters not only opens a way for the con- 
tinuation of zoning in New Jersey, but 
it is also a pleasing commendation of 
zoning in a state where this form of regu- 
lation has long been on trial. 


CoLEMAN WoopsBuRyY 





AMENDMENT OF EXCESS CONDEMNATION LAW 
OF NEW YORK CITY 


AST November the people of New 
York City added another section 
to the laws of the city which deal 

directly or indirectly with housing. In 
form, the law which received the ap- 
proval of the voters merely provides that 
the restrictions in the city charter limit- 
ing leases of city land to:a term of 10 
years with one renewal shall not apply 
to land acquired through excess con- 
demnation. 

The text of the lawreads: “Whenever 

additional real property is acquired by 
the city in excess condemnation proceed- 


ings pursuant to the provisions of Sec. 
g70-A, such additional real property may 
be leased by the city, acting through the 
board of commissioners of the sinking 
fund, for housing purposes (including 
stores on the street level) for such term 
as the board of estimate and apportion- 
ment may determine; and the provisions 
of Sec. 205, or of any other section, lim- 
iting the term of leases by the city to a 
different period, and requiring appraisal 
shall not apply to such a lease for such 
purposes.” 

This section is the latest addition to 
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the excess condemnation legislation of 
the city. The amendment to the state 
constitution authorizing excess condem- 
nation was first passed by the legislature 
in 1909 but failed to meet the approval 
of the voters. When it was again sub- 
mitted by the legislature in 1913, it sur- 
vived the popular referendum; and in 
1916 an amendment to the Greater New 
York charter specifically authorized ex- 
cess condemnation by the proper local 
authorities. But the operation of the 
law for housing reform purposes was hin- 
dered by the general provision (Section 
205 of the city charter) checking the 
length of leases. 

With this restriction removed, the 
board of estimate is considering the leas- 
ing of land abutting on Allen Street 
after it is widened on terms which will 
limit the rental of the tenements to be 
erected thereon to $8 a room. This fig- 
ure is considerably below the maximum 
set by the State Housing Law of 1926 
for housing projects developed by public 
limited-dividend housing companies, i. e., 
those allowed by law to exercise the 
power of eminent domain. Rents for 
dwellings built under this law are lim- 
ited to $12.50 per room per month in 
Manhattan, $11 in Brooklyn and the 
Bronx, $10 in Queens and Richmond and 
in cities of the first class in the State and 
$9 elsewhere. 

This proposal is arousing considerable 
controversy, the main contention of 
those opposed being that it is an unde- 


sirable subsidy by the city to the housing 
of a certain class of the community. The 
position of the New York officials is per- 
haps best summarized in a resolution 
adopted in July, 1927, by the board of 
estimate and apportionment which said 
in part— 

“Whereas it has been found through years 
of endless effort and public discussion that 
the gigantic work of rebuilding these unsani- 
tary and unlivable areas of the city cannot 
be done entirely by private initiative or in- 
terest, however philanthropic, and that pub- 
lic, community and governmental measures 
should be invoked to begin a comprehensive 
cleaning up of the unlivable housing condi- 
tions described in exhaustive reports made 
upon the subject; " 

“Whereas one of the purposes of excess 
condemnation . . . is to permit the 
elimination of slum areas and the improve- 
ment generally of housing conditions by ena- 
bling the city, in connection with the widen- 
ing or laying out of streets and parks, to con- 
demn abutting property suitable for building 
sites, which the city may then lease to pri- 
vate persons and corporations for long terms 
on conditions governing the construction 
and renting by such persons and corpora- 
tions of the homes constructed upon building 
sites so acquired by the city. 

“Whereas excess condemnation has been 
employed with conspicuous success in Eu- 
rope, notably in London and Brussels, for 
rehabilitation of congested areas: Now, 
therefore, be it 

“Resolved, That it is the sense of this 
board that excess condemnation should be 
employed by the city when making public 
improvements in congested areas for the 
purpose of eliminating so-called slum dis- 
tricts and promoting housing conditions.” 

CoLeMAN WoopsBury 
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BOOK REVIEWS 


Riegel, Robert, and Doubman, J. Russell. 
Tue BuiLpinc AND Loan AssociaTION, 
New York: Fohn Wiley & Sons, Inc., 
1927. pp. viit, 320. $3. 

The flood of works dealing with vari- 
ous phases of business activity has been 
so great in recent years that authors 
have felt obliged to give some justifica- 
tion for the appearance of a new treatise. 
In this case the authors’ justification is 
best expressed in their own words: 
“Although building and loan associa- 
tions are universally recognized as eco- 
nomic institutions of great social value 
and nearly ten million persons are 
financially interested therein, the readily 
accessible literature on the subject is not 
extensive. No apology, therefore, is nec- 
essary for a book describing a form of eco- 
nomic organization which controls five 
and one-half thousand directors and offi- 
cers, and which operates in every state.” 


The authors’ aim was to present the 
leading features of building and loan 
operations with greater emphasis on the 
accounting and legal aspects of the busi- 
ness than has been contained in previous 
general treatises on building and loan 
associations. The first five chapters 
deal with the organization, membership, 
directors and officers, and such problems 
as withdrawals, maturities, and trans- 
fers. The outstanding contribution in 
this first part of the book is found in 
Chapter III which outlines the solicita- 
tion of members through various types 
of advertising. 

Chapters VI and VII deal with loan 
procedure and carefully trace the me- 
chanics of lending, after discussing 
security, premiums, and loan costs. 
The analysis of loan procedure is based 
upon the existence of a guarantee title 
company, as well as upon the smaller 


building and loan association which is 
typical of Pennsylvania. The discussion 
should have included comment on the 
loan procedure in communities which 
still depend upon the abstract system 
in conveyancing and in which the 
building and loan association handles 
all of its own title examination, prepara- 
tion of papers, and closing of loans. 
Although lending for construction is 
mentioned in one paragraph, the writers 
neglect full discussion of the problems 
involved in this important phase of 
building and loan activity. 

Chapters VIII, IX and X portray 
accounting procedure for building and 
loan associations, including material on 
the annual report, distribution of profits, 
auditing, and examinations. This por- 
tion of the treatise represents the most 
original material which these authors 
have contributed and should be in- 
valuable to building and loan executives, 
especially in new associations. 

The concluding chapters contain a 
careful analysis of state laws and regula- 
tion methods. The authors point out the 
marked divergence in the statutes and 
administrative machinery of the various 
states. They recommend that some 
system of codification be evolved which 
would call attention to the absence of 
legislation on important phases of the 
business in many states. Such codifica- 
tion or standardization of statutes would 
also facilitate the elimination of those 
differences which do not rest on peculiar 
local conditions. The discussion of the 
relation of the associations to the states 
ends with a chapter on taxation, in 
which careful analysis is made of the 
methods and amounts of taxes in the 
various states, as well as the Federal 
imposts and exemptions. Chapter XIII 
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deals with special features, such as 
insurance, deposits, investment develop- 
ments, and special types of loans other 
than the typical amortized loan. 

The authors have scrupulously avoided 
the “unscientific, propaganda type of 
material” which has characterized some 
of the previous works in this field. 
Because of its careful organization and 
clear exposition, the book is more suit- 
able for class room purposes or as a 
working manual for building and loan 
officials than have been previous publi- 
cations. Also the textual material is 
amply supplemented by tables, forms 
(accounting and otherwise), and graphic 
illustrations of procedure. The excessive 
annotation of the text evidences the 
large amount of research which the 
authors have completed in attempting 
to deal with the whole field. Provision 
has been made for the varied conditions 
and practices obtaining in the separate 
states by the use of numerous foot-notes. 
The authors show great familiarity with 
the Pennsylvania mode of operation and 
consequently some of the description 
does not apply to operation in other 
states. Dr. Riegel and Dr. Doubman 
have performed a valuable and worth- 
while task in bringing together and 
evaluating such a comprehensive array 
of facts concerning building and loan 
operation. Throughout the text they 
preserve remarkable continuity and their 
painstaking attention to details marks 
their contribution as a most important 
addition to the inadequate stock of 


building loan literature. 
H. Morton BoprisH 





Pollock W. W. and Scholz, K. W. H. 
THE ScIENCE AND Practice oF URBAN 
Lanp Vatuation, Philadelphia: The 
Manufacturers’ AppraisalCompany, 1926, 
DD. v1t1, 315. $5. 

A body of principles comprising the 
science of urban land valuation is gradu- 


ally emerging out of everyday practice, 
The problems confronting all who are 
concerned with urban land values are 
so numerous and so perplexing that any 
contribution to the subject is sure to 
attract attention. 

The work of Messrs. Pollock and 
Scholz does not claim to be either novel 
or original. In the opening paragraph of 
the Introductory Preface the authors 
say: “This work, as announced on the 
title page, is an exposition of the Somers 
Unit System of Land Valuation, as de- 
vised by the late William A. Somers.” 
The book consists of three parts: I, 
Principles of Land Valuation; II, Prac- 
tice of Land Valuation; and III, Signi- 
ficance of Scientific Land Valuation. 


After a few cursory remarks on the 
Nature and Characteristics of Land 
(Chapter I), the authors proceed in 
several succeeding chapters to attack as 
inadequate some of the usually accepted 
evidences of urban land values. Market 
prices are condemned on the ground 
that “nearly alt transactions in Tand may 
be fairly classified as abnormal, if by 
normality of price one means a fair or 
normal exchange value.” The willing- 
buyer-willing-seller theory ascribed to 
the courts as a formula for determining 
values is discarded because ‘‘as a matter 
of experience, the willing buyer and 
willing seller seldom if ever meet 
We search long and earnestly before we 
find those entirely willing persons per- 
forming in actual practice this theoreti- 
cally happy and willing function.” The 
judgments of appraisers are discounted 
with the argument that their estimates 
are merely opinions as to “‘what a tract 
of land would sell for after due notice in a 
competitive market.” Capitalizing net 
income is dismissed as an impracticable 
method of estimating land values be- 
cause “‘the failure to differentiate clearly 
between income from land and income 
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from improvements makes it impossible 
to ascertain accurately in all cases the 
exact income yielded by a certain piece 
of land.” 

After the summary outlawing of these 
and other widely employed methods of 
estimating land values, readers whose 
knowledge of these methods is limited 
to the expositions set forth by the 
authors, must feel that both the practice 
and the science of land valuation are 
primitive. 

But how then are we to find that 
elusive thing we call value? According 
to the authors, the essence of land values 
is to be found only in “community 
opinions as to relative land values.” 
Just how this “community opinion’’ is. 
to be ascertained is somewhat difficult to 
‘determine from the text. The answer 
is expressed in one of Mr. Somers’ 
maxims: “To ascertain the value of 
anything, ask one who knows. His 
answer will be what he thinks it is worth 
based upon what others think it is 
worth.” Who are really competent to 
express the “community opinion” on 
values? The reader is told that “not- 
withstanding the fact that the giving of 
testimony is usually limited by the 
courts to dealers in land, expert ap- 
praisers, assessors, and so-called au- 
thorities on land values, a sufficient 
qualification to testify exists if the witness 
is a resident or property owner in the 
community.’ This does not appear 
to be very helpful to a perplexed ap- 
praiser. 

The greater portion of the book is 
devoted to an elaborate exposition of 
the mechanics of applying the Somers’ 
system to various types of lots. The 
basis of this system, as stated by the 
authors, is as follows: (1) Community 
expression of opinion (or individual 
opinion based upon an interpretation of 
community opinion) of the relative 








values of streets and parts of streets and 
highways; (2) Expression of such opin- 
ion in terms of prices of definite units 
of quantity, with reference to the 
primary external factor of value, single- 
street accessibility; (3) Recording of 
community or individual opinion in 
terms of prices of unit quantities on 
unit-value maps; (4) Computation by 
the use of depth percentages, based 
upon the observation that the value of 
each increment to the depth of a site 
tends to decrease as the depth increases; 
(5) Computation or estimation of other 
external factors of value, individually 
and separately, based on careful observa- 
tion of the effect of these factors upon 
the value of each unit of area of a site; 
(6) Computing and recording, on lot and 
block maps and on permanent record 
cards, the valuations of individual 
sites. 

The contribution of the Somers sys- 
tem consists of a scale by which to 
assign diminishing values to various 
portions of lots depending on the depth 
to which the lot extends from the street. 
This principle is one which is well 
recognized by competent appraisers where 
it is applicable. In certain types of 
properties, however, the principle clearly 
does not apply. Certain uses of prop- 
erty are of such a nature that Io addi- 
tional feet at the rear of the lot are as 
important as any other portion of the 
lot. Moreover, sites used by large 
apartment buildings, for example, de- 
pend less upon street frontage than upon 
the size and shape of the site and sur- 
rounding features. The attempt, there- 
fore, to make a universal application of 
the Somers principle to the exclusion of 
other well-defined methods of estimating 
value weakens rather than strengthens 
the authors’ case for the Somers sys- 
tem. 


ARTHUR J. MERTZKE 
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Schafer, Joseph. Four Wisconsin Coun- 
TIES, PRAIRIE AND Forest. Wisconsin 
Domesday Book, General Studies II, 
Madison: State Historical Society (1927). 
DP. viii, 429. 

This work is ‘General Studies Vol. II’ of 
the Wisconsin Domesday Book, the first one 
being ““Town Studies I” which is devoted to 
a somewhat similar treatment of 23 scattered 
towns. In this book the author has studied 
a compact area consisting of four counties in 
the southeastern corner of Wisconsin—Ke- 
nosha, Racine, Milwaukee and Ozaukee— 
all of them bordering on Lake Michigan. He 
describes the physical features, the pre-set- 
tlement history, and the settlement by the 
agricultural elements. The agricultural, po- 
litical, social and educational history occu- 
pies the main part of the book; it closes with 
chapters on population changes and recent 
immigration. Almost 100 pages of appendix 
are devoted to maps and tables illustrating 
and substantiating the author’s thesis. 


The land economist will find many inter- 
esting features in this treatment of the four 
counties. The chapter on the selection of 
land is of special interest to the reader who 
wishes to test Henry C. Carey’s theory of the 
order of land selection. The two southern 
counties, Kenosha and Racine, are in marked 
contrast to Milwaukee and Ozaukee. The 
former lie almost exclusively in the prairie 
region with its oak openings interspersed 
with swamps and low meadows. The two 
northern counties were heavily forested, 
lying in the noted maple forest of eastern 
Wisconsin. The prairie counties were set- 
tled chiefly by native Americans from New 
York and New England, the forest counties 
by foreign-born among whom the Germans 

redominated. Other nationalities were the 
rish, Dutch and Scandinavians in smaller 
numbers. 


The differences in physical environment 
and in the settlers had distinct effects upon 
the development of the two regions. The 
Americans were the first settlers and chose 
the prairies because of the ease with which 
farms could be created. But it took more 
ready capital to start farming here than in 
the forests. Building materials and fencing 
had to be purchased and wells dug, because 
springs and streams are less plentiful than 
in the forests. The Germans settled in the 
forests because they were anxious to be near 
adequate transportation. Since they came 
somewhat later, they had to be satisfied with 
the heavier soils; being poor people, they 
found the forests with abundant building 
material and water supplies better suited to 
their needs than the prairies. 

The two areas are also different in their 
political and social history. The two south- 
ern counties swung to the Republican party 
long before the German counties. The Dem- 
ocratic party had favored the immigrants 
and was anti-war; this feeling was shared by 
the Germans, many of whom had left the 
Fatherland to avoid military duty. Educa- 
tion also took a different course in the two 
areas. The New Englanders, accustomed to 
local autonomy in education, soon had a 
school system under way. The Germans 
with less economic prosperity and less experi- 
ence in democracy made slower progress and 
had the language difficulty to overcome. 
The author also discusses the influence of 
different customs and institutions, such as 
music, Sunday observances, and saloons, for 
instance, on the progress of the two areas. 

On the whole, the book is a very interest- 
ing study of two contrasted areas differing 
in physical and social environments, an am- 
plification of the author’s “The Yankee and 
the Teuton in Wisconsin” in The Wisconsin 
Magazine of History (December, 1922 and 
March, 1923). G. S. WEHRWEIN 
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